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Counsel: Skinner 
Witness: Thomas 


Q. Mr. Thomas, since the preparation of Exhibit 24, have 
there been any developments which you would like to note 
for the record? 

A. Yes. We have managed to make a contract for 11,900 
Mcef per day of long-term firm gas. 


[59] 
Counsel: Hart 
Witness: Thomas 


Q. Mr. Thomas, would you please explain in a little more 
detail this contract for an additional 11,000 Mcef? 

A. 11,900 Mef is DCQ service from Texas Eastern. 

Q. Effective when? 

A. The precedent agreement was signed about a week or 
80 ago. 

Q. I mean when are you going to get it, next fall? 

A. This winter. 

Q. This winter? 

A. This winter. 

Q. Thank you. 


Mr. Sxrvwer: Mr. Thomas, do you mean the winter of 


[60] 
1960-61? 
The Wrrness: That is right. 


[139] 
Counsel: Hart 
Witness: W. E. Ball 


Wuron E. Batt, was recalled, and having been previously 
duly sworn, was examined and testified further as follows: 


Presiding Examrver: You may proceed with cross ex- 
amination, Mr. Hart. 

Mr. Harr: First, Your Honor, I would like to have intro- 
duced through this witness an exhibit which consists of cer- 
tain data assembled by Texas Eastern at our request prior 


[140] 


to the commencement of the hearings here, and since dis- 
tributed to us by Texas Eastern. 

It is my understanding, after talking with counsel for 
Texas Eastern, that this witness, Mr. W. E. Ball, is the 
witness primarily responsible for these data, and therefore 
I should like to distribute to all parties copies of this one- 
page document entitled ‘‘Estimated sales, by rate zones and 
by rate schedules, year 1962.”’ 

Presiding Examiner: All right, that will be marked Ex- 
hibit No. 132. 


(Tue Document REFERRED TO Was Marxep Exuusit No. 
132 ror IDENTIFICATION.) 


Mr. Deaxrxs: Mr. Examiner, I might state now this is 
not our exhibit, we didn’t have it prepared for our case. 
We did have it prepared for Mr. Hart at his request. 


Cross-EXAMINATION. 


By Mr. Hasr: 


Q. Mr. Ball, do you have a copy of that exhibit? 
A. Yes, I do. 

Q. Are you responsible for its preparation? 

A. Yes. 
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Q. Do you state that all the data contained thereon are 
true and correct to the best of your information and belief? 
A. Yes, sir. 
[141] 


Mr. Harr: I take it that exhibit is in? 
Presiding Examiner: You may offer it. 
Mr. Harr: I offer Exhibit 132 in evidence. 
Presiding Examiner: It is admitted. 


(Tue Document PREVIOUSLY Marxep Exuzrr No. 132 
Was Recervep 1x Evivence.) 


Presiding Examrer: That exhibit relates to estimated 
sales by rate zones and by rate schedules, year 1962. 
All right, go ahead. 


[146] 
Counsel: Hart 
Witness: W. E. Ball 


Q. What are the sales estimates shown on page 3 of Ex- 
hibit 1 based on? 

A. They are based on historical data, and my best judg- 
ment. 

Q. To what extent did you, by exercising your best judg- 
ment, depart from historical data? 

A. Very slightly. 

Q. Did you make any separate studies other than to con- 
sider the historical data, the historical pattern? 

‘A. I made whatever studies were necessary to arrive at 
these estimates. 

Q. What were they? 

A. The normal studies that I make in my normal duties 
with Texas Eastern in arriving at estimated sales for fu- 
ture years. 


[147] 
Counsel: Hart 
Witness: W. E. Ball 


Q. On page 1 of Hearing Exhibit 2, in cases wherein the 
customer’s estimates of their takes from Texas Eastern 
differed from the historical, in which cases did you adopt 
the customer’s estimates? 

A. I did not adopt any of the customer’s estimates. I 
used only those estimates combined with the historical data 
to make my own conclusions concerning the estimated sales 
for these years. 

Q. And those conclusions were based more or less on 
your informal judgment? 

A. That is correct. 


[149] 


Q. Well, on line 30 they show their expected firm supply 
from Texas Hastern, don’t they, to which they are en- 
titled? 

A. That is the supply to which they are entitled, yes, sir. 

Q. And what is your basis for not using that figure? 

A. The customers make their own estimates and support 
them. I make estimates for Texas Eastern and support 
those. I use the historical data in my judgment. 

Q. You assume that your estimate of the customer’s takes 
from you is more accurate then their estimate? 

A. I stand on my estimates, yes, sir. 


[150] 


Q. Do you also rely on your own estimate as to the cus- 
tomer’s needs for winter service gas more than you do 
on the customer’s estimates? 

A. I do. 


153 


Mr. Sutxivan: Is that restricted to one customer, or is 
this all customers, Mr. Hart? 

Mr. Harr: I was talking at this point as to Arkansas- 
Missouri. 

Mr. Soutrvan: Thank you. 


By Mr. Harr: 


Q. Do you adopt the same policy as to all customers? 
A. Yes, I do. 


[153] 
Counsel: Hart 
Witness: W. E. Ball 


Presiding Examrnzr: Well, why doesn’t the short an- 
swer come out that, after all, what matters is whether or 
not they are relatively close in the net effect? I am sure 
that counsel for Columbia is not unaware of the Bluebook 
that Columbia puts out in these cases. I am also quite 
aware, and J am sure counsel is, that the Bluebook repre- 
sents Columbia’s own estimates as to what its customers 
are going to take. 

I have never yet seen a customer come in and say what 
it wanted—they never had a chance to prove. 

Now, what matters, it seems to me, in the test of this 
proof is where do you come out? I don’t know how a pipe- 
line company can operate unless it has a method of attempt- 
ing to determine in the most accurate manner it knows now 
what the requirements are going to be on that line, and 
that is what you try to do, isn’t it, Mr. Witness? 

The Wrrness: That is correct. 

Presiding Examiner: As a result, you are compelled to 
use your own, or you can’t run your business? 

The Wrrness: Yes, sir. 

Presiding Examiner: Now, it may be that for a particu- 
lar situation of this sort, and in a particular setting, a cus- 
tomer may come up with a different set. I have wondered 
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whether or not it was always necessary for the company 
and the customer to get together and try to resolve their 
differences 

[154] 


and not bring them here, but I don’t think that is always 

possible, and, in addition, I have noticed that the witness 

has said several times the customer’s figures represent an 

assured supply, their contract rights, isn’t that correct? 
A. That is correct. 


Presiding Examrnzr: They do not therefore represent 
and do not purport to represent the estimate of the com- 
panies as to what the annual take will actually be. They 
haven’t figured their load factor yet, have they? 

The Witness: No, sir. 


[167] 
Counsel: Hart 
Witness: W. E. Ball 


Q. What is the basis for your estimate as to Columbia’s 
takes? 

A. Historical data, and my judgment. 

Q. And what were the total volumes purchased by Colum- 
bia during 1959? 

A. At a 14.73 pressure base, 140,044,423 Mef. 


Presiding Examrner: Will you state where you are get- 
ting that, if it is in evidence now? 

The Wirwess: That is not in evidence. That is in my 
work papers. 


By Mr. Harr: 


Q. And what DCQ did the company have in 1959? 
A. At 14.73 pressure base, 393,118 Mef per day. 
Q. 393— 

A. 118. 


168 


Q. Will you accept subject to check that their load fac- 
tor for 1959 was accordingly 97.6 per cent? 

A. Yes, subject to check. 

Q. Has Columbia always estimated its requirements from 
Texas Eastern at one hundred per cent load factor? 

‘A. The Bluebook estimates that I have seen I believe 
showed only for the year 1959 that they would not purchase 


[168] 


at one hundred per cent. In the other years, one hundred 
per cent load factor. 

Q. Are you familiar with Columbia’s May 1955 Blue- 
book? 

A. What year? 

Q. May 1955? 

A. I perhaps could be. I do not know. 

Q. Are you familiar with the May 1958 Columbia Blue- 
book—are you familiar with the fact that both of those 
Bluebook estimated takes by Columbia at less than one 
hundred per cent load factor from Texas Hastern? 

A. I am not familiar with that data because I haven’t 
seen it for quite some time, if I have seen it at all. 

Q. At what load factor did Columbia estimate its pur- 
chases from Texas Eastern for 1961? 

A. I have not seen those estimates. 

Q. For 1962 and 1963, is that the same answer? 

A. That is correct. 

Q. Do you know what the estimate was at the time you 
made your estimate? 

A. I do not. 


Mr. Deaxis: For what year, Mr. Hart? 


Mr. Harr: At the time he made his estimate, whatever 
the Columbia estimate then was. 


By Mr. Harr: 
Q. When did you make your estimate? 


169 


[169] 


A. Oh, in late 1959. 

Q. That would be the May 1959 Columbia Bluebook, then. 
Did you check Columbia’s estimate before you made your 
estimate? 

A. I did not. 


Mr. Deaxrs: You are referring to the Bluebook, now? 
Mr. Harr: Yes, sir. 

Mr. Deaxms: Is this conversation, or what? 

Mr. Hart: Columbia’s estimate. 


By Mr. Hazr: 


Q. Were you supplied copies of that estimate? 
A. No, sir. 


[171] 


Q. Why didn’t you fellow that procedure here? 

A. Columbia has not historically taken what they have 
estimated they would take, and I can read you for several 
years what the load factors have been. Not one year have 
you reached one hundred per cent load factor. 

I have felt my basis for estimating these sales was rea- 
sonable, and I think that Texas Eastern can expect to make 
those sales to Columbia in the years 1961, 1962 and 1963. 


[172] 
Counsel: Hart 
Witness: W. E. Ball 


The Wirness: Mr. Hart, if I may say something here, 
during the recess I flipped through my work papers, and 
I find there some historical data I would like to read to 
you. It may be of interest to you. 

In the year 1954, the Columbia System purchased gas 
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from Texas Eastern at an annual load factor of 84.8 per 
cent. In 1955, 83.6 per cent. In 1956, 97.1 per cent. In 
1957, 92.8 per cent. In 1958, 89.5 per cent. In 1959, 97.6 
per cent. 

Now, that is an overall average for those years of ap- 
proximately 91.1 per cent. 

Stating it a little different way, for the last two years, 
1958 and 1959, the weighted average for those two years 
amounts to 93.7 per cent. For the three years 


[173] 


1957 through 1959, the weighted annual load factor equals 
93.4 per cent, and the period of 1956 through 1959 the 
weighted annual load factor amounted to 94.2 per cent. 

The estimates I have submitted here are at an annual 
load factor of 95 per cent. I think it is reasonable, and 
it is a level of sales that Texas Eastern can expect to make 
to your company in the future years. 


By Mr. Harr: 


Q. Had you finished, Mr. Ball? 

A. Yes. 

Q. What you have given are the actual load factors go- 
ing back to when, 1954, is that right? 

A. 1954. 

Q. Do you have Columbia’s estimates of its load factors 
for that same period? 

A. I do not, but recalling —— 

Q. You have never seen them, is that right, is that what 
you said earlier? 

A. Lhave seen some, and some I have not seen. I stated 
that I had seen one that indicated a cutback in 1959, but 
in talking with Mr. Heckman, in late 1958, I believe, your 
vice president in New York, he indicated to me on the tele- 
phone that your company expected to purchase gas at one 
hundred per cent load factor for each of the years that 
we were going to put into the docket here, and I first sub- 
mitted 
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[174] 


that. Two years have past, and experience has not borne 
that out. 

Q. I don’t think our Bluebooks bear that out, either. 

A. Lam going to rely on historical data here. 


Mr. Deaxrys: Are you going to put the Bluebook in 
evidence, Mr. Hart? 
Mr. Harr: Not necessarily. 


a * ° 
[175] 
Counsel: Hart 
Witness: W. E. Ball 


Q. If you will turn back, please, to Exhibit 1, page 3, 
will you accept, Mr. Ball, subject to check, that if all the 
customers’ estimates of their requirements, their takes 
from Texas Eastern were used instead of your estimates 
that the total figures shown on line 76, Columns C and D, 
your total figures—namely, 607,371,036 Mef—would be in- 
creased by approximately 9,400,000 Mef? 

A. Subject to check, yes. 

Q. And will you also agree, subject to check, that on line 
78, again for columns C and D of that page, that if Con- 
solidated Natural’s estimates of its ACQ takes were used 
rather than yours, that your total of 18 million Mef would 
be increased by approximately two million Mef? 

A. That is correct. 

[176] 


Q. From which it follows, does it not, that your grand 
totals, line 79, of 644,219,196 Mef would be increased in 
total by approximately 11,400,000 Mef if the customer’s 
estimates were all used in lieu of yours? 

A. Subject to check, yes, but I would like to add this, 
that we are considering the estimates of customers from 
only 22 of our 75 or more customers. I could very well 
be low on the other side. 
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Q. What we are considering. 

A. We have only 22 customers requesting WS gas, and 
Consolidated is requesting ACQ gas out of this docket. 

Now, that is approximately 22 or 23 customers out of a 
total of 75 or more that we have. My estimates could be 
on the other side of the customers’ estimates so that the net 
result could be zero. 


eee 
[191] 
Counsel: Hart 
Witness: W. E. Ball 


By Mr. Harr: 


Q. The question is do you know of any such other sales 
which the customers have indicated to Texas Eastern they 
would like to take from Texas Eastern? 

A. Yes. 

Q. Can you name them, please? 

A. I can’t recall all of them. There might be as many 
as 15 customers that we are planning to include in our 
next application before this Commission. 

Q. And what is the approximate range of the annual 
volumes involved? 

A. Approximately 16 million Mef. 


[192] 


Q. And what is the approximate maximum daily volumes 
involved? 

A. 50,000 Mef, at 15,025. 

Q. Do you know what load factors that is roughly? 

A. I do not. 

Q. Who is the Texas Eastern witness whom—from whom 
we can get all pertinent information on this question? I 
have a feeling if I ask you many questions on this you will 
say you don’t know, or you are not the right witness. 

‘A. So far as the planned sales, I am the witness if I had 
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the material present with me. It is too voluminous to main- 
tain in my head. 

Q. Well, when are these planned sales estimated right 
now—when does it look as though they would become ef- 
fective? 

A. We hope that they will be effective by November of 
1960. 

Q. This winter. 

A. That is this winter, yes, sir, 1960. 

Q. Are these under contract? 

A. They are not, not in formal service agreement form 
to my knowledge. 

Q. Do you know what rate schedules, are they regular 
rate schedules, winter service, or both? 

A. They are regular, when you speak of DCQ, GS and 
SGS. 

[193] 


Q. Do you know what zones, predominantly? 

A. C and D. 

Q. Do you know whether that will require additional 
construction? 

A. Yes. 

Q. Where? 

A. I do not recall. 

Q. Of what nature? 

A. I can’t be sure. 

Q. Is Mr. Jennings the right witness to ask that of? 

A. Yes. 

Q. Do you have any idea how soon that application will 
be filed? 

A. I do not. 

Q. But when it is filed, it will be proposed to be effective 
prior to this coming winter? 

A. Proposed, yes. 


Presiding Examrzr: You are not a little hopeful, are 
you? 
The Wrrnezss: Quite, sir. 
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Presiding Examiner: Maybe you meant it one way and I 
meant it the other. I meant are you too hopeful for action 
by November, or effectiveness by November. _ 

Go ahead. 


By Mr. Harr: 
[194] 

Q. If the winter service proposed herein is not certifi- 
cated, could Texas Eastern make the 11,900 Mcf per day 
sales to Consolidated Edison under present facilities? 

A. I do not know. 

Q. Do you know whether you could do so with only minor 
increases in the present facilities? 

A. I do not. 


[195] 
Counsel: Hart 
Witness: W. E. Ball 


Q. Mr. Ball, will you accept, subject to check, that the 
sales to the 22 customers we were talking about this morn- 
ing, namely the WS customers, the Consolidated companies 
and the Columbia companies represent approximately 80 
per cent of Texas Eastern’s total sales? 

A. Yes. 


[200] 
Counsel: Hart 
Witness: W. E. Ball 
By Mr. Hagr: 


Q. Now would you turn to Exhibt 132, please? Is it true 
that on Exhibit 132, the fourth line from the bottom under 
the last column headed ‘‘Total’’, which shows a figure of 
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644,219,196 Mef, constitutes a breakdown of your Exhibit 1, 
Schedule 5, page 2, line 2? 

A. It does. 

Q. Are the monthly sales estimates shown on Exhibit 
132 based on historical purchase patterns? 

A. Yes. 

Q. Purely? 

A. And my judgment. 

Q. Could you tell us how or where specifically on this 
exhibit you have departed from historical? 

A. I wouldn’t be able to segregate where the historical 
stops and judgment begin. It was all in the matter of 
making the estimates, in preparing the estimates. Histori- 
cal data was used with my judgment in arriving at the 
monthly estimates. 

Q. Yes, but I take it some of these figures represent 
purely historical, and some do not. I am asking you which 
of these figures are not purely historical. 

A. Well, none are purely historical, they are my esti- 
mates. I use as a basis for those estimates historical data, 
and my best judgment. 

[201] 


Q. As to what—your best judgment as to what? 

A. As to what the customer might purchase in any one 
month. In my opinion, they are reasonable estimates. 

Q. Well, what I am after is the basis upon which you 
justify your departing from historical in this exhibit. I 
realize that you say it is your judgment, but specifically 
what is that judgment based on? Why in a specific case 
did you depart from the historical? 


Presiding Examiner: Let me ask him this question. I 
don’t think he quite knows what to answer, so let me ask 
him this way. 

In giving the figures with regard to the Columbia sys- 
tem, you mentioned certain historical patterns and aver- 
ages, didn’t you? 

The Wirwess: Yes, sir. 
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Presiding Examrvzr: Did you apply any one of those, 
or did you use your judgment as to which one or how to 
modify what you found? 

The Wrrness: I just used my judgment, keeping in mind 
what the historical pattern had been. 

Presiding Examiner: The fact of the matter is you al- 
lowed a little more than any one of the averages, didn’t 
you? 

The Wirness: I did. 

Presiding Examiner: Well, that is what he has in mind. 
Did you do that all along in here, one way or the other, 
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maybe sometimes more and sometimes less? 

The Wrryess: Yes, I did. 

Presiding Examiner: You see, it is the way his judgment 
operates. He got certain averages, and then he decides 
in the future it is going to take a little less or a little more 
than that trend. 

Wouldn’t it be true that possibly in some situations you 
are aware of that certain specific factors were operating 
which led you to change the actual and straighten out 
maybe a trend line? 

The Wiryess: Very likely, yes, sir. 


Counsel: Hart 
Witness: W. E. Ball 


Can you tell us of any major departures from the his- 
torical here and the reason for it, the specific reason? 

The Wrrvess: I didn’t depart to any great extent from 
the historical trend, and I can give you some figures to 
indicate that my estimates here are reasonable and are in 
line 
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with the historical data. Month to month figures are not 
of too much significance. It is the annual volumes that 
you are really concerned with. Certainly you can under- 
stand that customers who buy under the DCQ rate schedule 
will buy at close to one hundred per cent in the winter time. 

In the summer time, there are other factors that enter 
in wherein the customer will not take one hundred per cent, 
and situations will vary to the type of customer with which 
I am working at the time that the estimates are developed. 


By Mr. Hart: 


Q. Well, can you name any one instance on this Exhibit 
32 where you materially departed from the historical, and, 
if so, can you give us the specific reason because of which 
you did depart? 

A. I can’t. 

Q. Well, then, can we assume that this is primarily based 
on historical? 

A. I think I so stated in my testimony that that was the 
major basis. 

Q. I don’t believe you testified on this before, but anyway 
the answer is yes, it is fundamentally based on historical 
patterns? 

A. Yes. 

Q. All right. In your experience, is it a fact that mini- 
mum firm sales under Texas Eastern’s DCQ, GS and SGS 
rate 
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schedules are made in the month of August? 
A. That would be expectedly true, I think, because of 
the temperatures that exist at that time. 


[206] 
Counsel: Hart 
Witness: Jay J. Ball 


Jay J. Batt was recalled, and having been previously 
duly sworn, was examined and testified further as follows: 

Mr. Harr: Mr. Examiner, we have two more sets of data 
which Texas Eastern supplied us with prior to the hearing 
here and which we would like to put into evidence and have 
Texas Eastern verify as to accuracies, as they did with 
Exhibit 132. 

Now, as I understand it, fundamentally Mr. Bufkin is 
the Texas Eastern witness responsible, overall, for these 
two exhibits, but this witness, Mr. Jay J. Ball, is responsi- 
ble for part of each of them, and I am not sure of the pro- 
cedure here. 

Presiding Examiner: Let’s identify it and then ask him 
to verify his part, and if that isn’t substantially all of it, 
we will wait until Mr. Bufkin acts on his part. 

Mr. Deaxrns: These exhibits, Mr. Examiner, I guess 
Mr. Hart wants to prove up on the same basis as before, 


and that 
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was that we furnished the information. We are not spon- 
soring the exhibits. 
Presiding Examiner: All right. 


Cross-EXAMINATION. 


By Mr. Haszr: 


Q. Mr. Witness, referring to the five-page document 
which you have just been handed entitled ‘‘Texas Eastern 
Transmission Corporation, Classification of cost of service, 
calendar year 1962’’—do you have that? 

A. Yes, sir. 

Q. Would you please state what parts, or for what parts 
of that exhibit you are personally responsible? 
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Presiding Examrver: Mr. Hart, let me just say one thing 
—go right ahead and answer, but this will be identified with 
the next number, Exhibit No. 133. 


(Tue Document REFERRED TO Was Markep Exursrr No. 
133 ror IpENTIFICATION. ) 


The Wrrness: On page 2 of that exhibit, the transmsision 
expenses, total, lines 10 through 34, are the same as those 
expenses which are shown on page 2 of Hearing Exhibit No. 
9. 


By Mr. Hast: 


Q. For which you are responsible? 

A. Yes, sir, and, in addition, there are some gas service 
or gas supply expenses in lines 3, gas used for fuel, line 6, 
line 7, gas for other utility uses, and line 8, other 
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gas supply expenses which are also taken from page 2 of 
Hearing Exhibit 9. 

Q. You say some of those? Do you mean all of them, 
or literally some? 

A. All of those which I have just read off. 

Q. All of the figures on lines 3, 7 and 8—3, 6, 7, and 8? 

A. 3, 6, 7, and 8, yes, sir, under the line total, column C, 
that is. 

Q. Well, are you sure that on line 7 Mr. Carr isn’t re- 
sponsible for part of those? I have a note from Mr. Bufkin 
here which I think indicates that, I am not disputing you, 
you see, I just want to find out. 

A. Well, line 7, gas for other utility uses, $187,400, ap- 
pears on page 2 of Exhibit 9 as line 23 under 1962, and in 
addition to those which I have enumerated under columns 
F, G, H and I and J, the allocations were performed by peo- 
ple under my direction and supervision except for the su- 
pervision and engineering represented in lines 12 and 23, 
which Mr. Bufkin is responsible for. 
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Q. You say the allocations were done by people in your 
department under your direction? 
A. Yes, sir. 
Q. What allocation? 
A. The spreading of the totals among the zones. 
Q. I see. 
[209] 


A. And down farther, in line 35, I believe there may be 
some costs for the Leidy Field as to which there is one 
exhibit I am sponsoring, although it doesn’t show, it doesn’t 
set out—it is part of that figure under ground storage op- 
eration and maintenance expense. 

Q. You believe you are responsible? 

A. I believe that the cost for Leidy is in there. If so, 
I am responsible for it. 

Q. And which figure is that again, please, Column OC, 
line 35? 

A. Yes, Column O, line 35. 

Q. On the figures which you said you allocated, Columns 
G, H, I and J, is it true that those figures, those costs which 
you did allocate are predominantly zone costs? 

A. They are zone costs. The costs were distributed among 
the zones in a historical proportion. 

Q. On the basis of the cost incurred in the zones? 

A. Historical, yes, sir, pro-rated on that basis. 

Q. Are there any other figures on this exhibit for which 
you are responsible? 

A. Well, I don’t know, I don’t recognize any. 

Q. Do you also have a copy before you of a two-page 
exhibit marked for identification as Hearing Exhibit 134 
entitled ‘‘Cost of Winter Service, Calendar Year 1962’? 


[210] 
A. Yes, sir. 
Presiding Examryer: It will be so marked. 


(Tue Document Rererrep To Was Marken Exursir No. 
134 ror IpENTIFICATION.) 
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By Mr. Harr: 


Q. Will you please identify the specific parts of this 
exhibit for which you are personally responsible? 

A. Those figures included in lines 1 through 15 on page 1. 

Q. Could you tell us how you arrived at those figures 
from lines 3 through 15? 

A. Those are based on unit costs which were developed 
based on the latest 12 months experience, historical experi- 
ence of the company, and applied to the facilities lying east 
of Station 21 ‘‘A”’ in Zone C. 

Q. On what cost base is that, per Mef, per mile, per what? 

A. It is on a unit cost. It varies. The compressor sta- 
tion supplies and expenses of fuel are historical. The elec- 
tric power is historical. Labor—the mains were based on 
unit cost developed on an inch-mile and mileage basis. 
Compressor station labor on actual rates and estimated 
manning of the stations, and those expenses, by the way, 
are included in other operation expenses. Labor is in there. 

Q. How many compressor stations are in this area? 
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A. One. 


Q. And does it use both gas and electric power? 

A. It is a reciprocating station which uses fuel gas. How- 
ever, it is not operated very much, and that is why the 
fuel costs are so low. 

Q. What is the electric power used for? 

A. That is the power used in lighting the station and 
running pumps and other utility uses around the station. 

Q. Just which station are we talking about here? 

A. Station 21 “A’’. 

Q. Do you report to any other Texas Eastern witnesses 
in this case? 

A. No, sir. 

Q. Do any of them report to you? 

A. Yes, sir, Gordon Jennings. 

Q. Gordon Jennings? 

A. Yes. 
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Q. Are you responsible for anything which Mr. Jennings 
has used in this case which he has not specifically stated 
in his direct testimony? 

A. I don’t quite understand what you mean, Mr. Hart. 

Q. Well, in this information exhibit which I believe went 
in as Exhibit 131, that lists the person responsible for vari- 
ous parts of the different exhibits. 

Is there anything else other than that shown there which 
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Mr. Jennings is relying on other than that shown, in this 
exhibit which you supplied him or advised him? 

A. No, sir, not to my knowledge. 

Q. Are there any other witnesses in this case who report 
to you? 

A. No, sir. 


[366] 
Counsel: Hart 
Witness: Hargrove 


Q. Is Texas Eastern’s premise that this project can be 
financed based upon your advice? 

A. In part, yes, sir. 

Q. On who else’s advice? 

A. The concurrence of Dillon, Read & Co., Inc., and I 
might add the finance committee of the Board of Directors, 
and the Board of Directors. 

Q. Are your studies at all based upon the recommenda- 
tion of Dillon, Read? 

A. My studies were prepared and then submitted to Dil- 
lon, Read for their concurrence, which they did. Therefore 
I would say that while they are not based originally upon 
their recommendations, they are concurred in by Dillon, 
Read. 

Q. Do you have any written report from Dillon, Read? 

A. [have a letter, a rather brief one. 
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. Do they refer in that letter to any study? 
. Yes, sir. 

. Would you tell us the substance of it? 

. The substance of the letter? 


[367] 

Q. Yes, sir. 

A. That they had reviewed the proposed financing plan 
that I had discussed with them and found that it was ac- 
ceptable, that the securities could be sold, and that the rates 
which I had assumed were reasonable under the conditions 
which then existed. 

Q. What reference did they make to a study? 

A. The financing plan that I had discussed with them. 

Q. I mean did they make their own study? 

A. I don’t know that they made an individual study, or 
whether they just took the study, the memorandum which 
I submitted to them and worked from that. 


[374] 
Counsel: Hart 


Witness: Hargrove 


Q. Well, you say on the six and three-quarters per cent 
overall rate of return, that is based in part on a 13 to 14 
per cent return on equity. My question is what is the inter- 
est cost on the debt portion of your capital? 

A. Iam afraid I don’t have those figures handy with me, 
Mr. Hart. They were prepared for the rate case, but I don’t 
have them available here. 

Q. Could you have them tomorrow morning? 

A. Yes, if you think it necessary. 

Q. I think it is. 

Upon what rate of return on equity—upon what rate of 
return is the winter service rate proposed herein based? 


Mr. Deaxrns: That is objected to as not within the scope 
of his direct examination. 
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Presiding Examen: It has already been established in 
here. I think you established that through another witness 
—two or three, in fact. 

Mr: Harr: I had to get them to accept it subject to check, 
and I believe they said Mr. Hargrove was the witness for 
that. 

The Wirwess: I didn’t say that. 


By Mr. Hart: 


Q. I know you didn’t, I say I believe the other Texas 
Eastern witnesses. 
[375] 


A. I don’t think they did, either, but I don’t know. Inci- 
dentally, Mr. Hart, I have found in my briefcase a sheet 
which does set out the weighted average cost of debt capital. 
Would you like me to read that to you? 

Q. Would you? 

A. As contained in Statement F-2 of the application for 
increased rates in Docket 18841, the weighted average cost 


of the total debt of the company was 4.708 per cent, that 
was as of February 28, 1959, and included the sale of 
45 million dollars principal amount of four and seven- 
eighths per cent bonds—— 

Q. Would you go a little slower, please? 

A. Bonds due 1979 which were actually sold in April of 
1959. 

Q. And what was the figure again? 

A. 4.708. 

Q. What is the appropriate capital structure to be used 
here in determining, in considering these rate of return 
questions by Texas Eastern? 

‘A. I don’t think there is any particular appropriate capi- 
tal structure. 

Q. Is it reasonable to use the one you refer to on page 2 
of your direct testimony? 

A. I believe I said that I thought those capitalization 
ratios were reasonable. 
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[412] 
Counsel: Hart 


Witness: Hargrove 


Q. Well, I take it from what you are saying—maybe I 
misinterpret you, but I read into what you are saying that 
you don’t think that is the best way to arrive at the winter 
service financing costs. 

Now, what do you think is the right way to determine 
the cost of capital for this winter service project? 

A. I think the allocation of about a 70 per cent debt ratio 
against the facilities at an average weighted interest cost 
of 5.375 is the proper debt increment to be assessed against 
these facilities. 

The remainder would be a part in preferred stock and a 
part in common equity. Now, I don’t know exactly how 
that other thirty per cent would break down—possibly ten 
per cent in preferred and twenty per cent in common equity. 

Q. You are assuming 70 per cent in debt, now, right? 

A. Yes, sir. 

Q. At 5.375, right? 

A. Yes, sir. 


[421] 
Counsel: Clark 


Witness: Jennings 


Is it a fact that you testified there as to the additional 
quantities of gas proposed to be sold by this application, 
as to the supply? 

A. I testified here that the system can produce and de- 
liver to the market area the volumes of gas which we pro- 
pose to sell in this application. 

Q. And what are the additional volumes proposed to be 
sold by this application which you refer to? 

A. We propose to sell approximately 18 to 20 billion feet 
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per year of WS gas, and 20 billion feet per year of ACQ 
gas. The range on the WS gas depends entirely on the 
winter storage quantities involved. 

Q. Have you made a study of your own to determine the 
amount of off-peak gas available to Texas Eastern for these 
two services? 

A. What do you mean ‘‘available to Texas Eastern’’? 

Q. It is my understanding from the testimony on pages 
10 and 11 of Exhibit 82 that you testified it was approxi- 
mately 3714 BCF per year of gas available to customers 
north of Station 5 and Egypt, but not taken by them, which 
produces the additional quantities of gas proposed to be 
sold by this application. 

This gas available to customers north of Station 5 and 
Egypt but not taken by them I was referring to as off-peak 
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gas, and I was wondering if you had made a study of your 
own to determine the amount of off-peak gas, or gas not 
taken by customers described in your testimony at the top 
of page 11 which would be available for the services pro- 
posed by this application? 

A. I have not made a study of my own of the volumes 
of gas not taken by customers. The volumes shown on 
pages 10 and the top of page 11 of my testimony were 
derived from Exhibit 1, Mr. Ball’s exhibit. 

Q. And you relied entirely upon Exhibit 1 in deriving 
this amount of gas which would be available for these two 
services? 

A. I relied entirely on Exhibit 1 in establishing these 
numbers which reduce to a volume of 37.5 billion of gas not 
taken by customers and available for other services. 

Q. Do I understand you correctly that you do not say 
that this is necessarily the only gas available for these two 
services? 

A. Ido not. 


Counsel: Clark 
Witness: Jennings 
Q. I am still not clear on your answer, Mr. Jennings. Is 


there other gas available for these services upon which 


[423] 
you rely, this 37.5 Bef? 

A. There is other capacity to transport gas to the market 
area to be made available for the services to be performed 
in this application. This particular volume of 37.5 billion 
feet of gas not taken by customers is designed into the sys- 
tem, and is available to them, but they don’t take it. It 
is therefore transportable on further into the market area 
for use elsewhere. 

Q. As I understand you, then, you say that the capacity 
is available, and this gas is available, or may be available, 
is that correct? 

A. That is correct, this gas may be available, and I think 
based on historical experience it will be available. 

Q. You say based upon historical experience. You have 
already testified that you did not make a study of your 
own as to this historical—as to the off-peak gas available. 
How do you know that the historical experience will pro- 
vide this volume of off-peak gas? 

A. Although I did not make a study of my own, Mr. 
Clark, I obtained from Mr. Ball historical experience on 
the actual SGS sales that we have made on our system 
compared to the annual obligations for a number of years. 

Now, I did not make a study, Mr. Ball made it and pro- 
vided me with a copy of it, and based on that, it is indica- 
tive to me that the SGS customers seldom, if ever, have 
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taken a load factor over thirty per cent, and that to me is 
historical experience good enough to indicate that the gas 
will be available in the future. 

Q. Were you present, or are you otherwise familiar with 
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the cross examination of Mr. W. E. Ball in these proceed- 
ings? 
A. I was present during his cross examination. 


[427] 
Counsel: Clark 
Witness: Jennings 


Q. Would you consider the capacity used to supply this 
balance of the gas which you have been discussing should 
be designated off-peak capacity? 

A. It is definitely off-peak capacity. 


[431] 
Counsel: Clark 


Witness: Jennings 


Mr. Jennings, I understood from your answer to the Ex- 
aminer previously that if this 28.1 million figure were as- 
sumed correct as the source of off-peak gas for this service 
on the basis of using customer estimates rather than Mr. 
Ball’s estimates that you still thought there was sufficient 
off-peak gas to render these two services, is that correct? 


A. That is correct. 

Q. Could you explain to me what the source of this off- 
peak gas would be? 

A. We have pipeline capacity to supply all of the gas 
which we propose to sell in this application. I can illus- 
trate it this way. 

Q. Excuse me, before you proceed, when I say ‘‘off-peak 
gas’’, I meant gas produced by customers taking less than 
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their contractual entitlement? 

A. That is correct. I can illustrate it this way, if you 
will follow through with some numbers. If we segregate 
the system as that portion of the system lying north and 
east of Station 5 at Little Rock, Arkansas, and Barton 
Station on the Kosiosko line, in Alabama, and consider 
only that portion north and east of those two points, that 
is what I consider to be our pipeline capacity to transport 
gas to the market area. 

The average day capacity leaving Station 5 at Little Rock 
—this is the average annual—average day annual capacity 
—is 325 million per day. The average day leaving Barton, 
1,140 million cubic feet per day, and, as you know, we pur- 
chase from Texas Gas at Station 16 in Indiana and 235 
million cubic feet per day, so the sum of those numbers is 
1,700 million cubic feet per day at a 15.025 pressure base. 

Q. Would you repeat the number? 

A. 1,700 million cubic feet per day. That is the average 
day. Now, if I multiply that number by 365, I will get 
620.5 Bef per year which can be supplied to the market 
area—that is 620.5 billion cubic feet per year. 

Now, that is the system capacity to deliver gas to the 
market area, and I am going to compare that to the re- 
quirements. 

Q. Is that exclusive of gas from storage? 
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A. Storage has nothing to do with that, that is the ca- 
pacity to supply new gas from the gas producing areas 
to the market area, whether it goes into storage or is sold 
immediatley doesn’t matter. 

Now, the requirements: I derive the sales figure from 
Exhibit 1, Schedule 3. Those sales lying north and east 
of Station 5 and Barton amount to 582.2 billion cubic feet 
per year. The transmission system fuel,-which must be 
purchased and moved, amounts to 15.5 billion cubic feet 


28 


434 


per year. Storage fuel, which comes off of Exhibit 1, Sched- 
ule 5, page 2, line 9, is .8 billion cubic feet per year. The 
loss and unaccounted for, I will pick.a big number, 5.9 
billion cubic feet per year. 

Now, that is the total requirements, and it totals 604.4 
billion cubic feet per year. 

Now, I said that we have the capacity to transport 620.5 
billion. I only require 604.4 billion, the difference which 
is still available for service is about 16.1 billion, which ade- 
quately covers the 9.4 billion that you have been talking 
about. 

There are some other adjustments I could make which 
would increase it slightly up to about 18 billion feet still 
available. 


Presiding Examrver: Let me ask this one question to see 
if I follow. The 16.1 billion cubic feet per year would be 
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the amount of capacity above—that is north and east of 
these two stations, after sales, and the assumption that all 
customers take at a one hundred per cent load factor? 


The Wrrness: No, sir, that is based on the sales shown on 
Exhibit 1, the estimated sales. 


Presiding Examrner: Oh, I see. How is that correlative 
to the nine billion of additional customer sales added to— 
ob, I see what you do. In other words, you have 620.5 
billion cubic feet capacity annual, and Exhibit 1 shows 
604.4 billion cubic feet sales, and the customers on the facts 
that you are assuming or were given you as the assump- 
tion here gave 9.4 more billion than Exhibit 1 estimated, 
is that right? 


The Wirxness: That is correct. 


Presiding Examrer: Therefore, what you are really com- 
paring is 604.4 plus 9.4 billion, and you take that then from 
620.5 and you get what is the absolute net, is that right? 
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The Wirwess: That is correct, and that volume is still 
available for other services. 


Presiding Examrver: All right. 


By Mr. Cuark: 


Q. What is the 582.2, how was that determined? 
A. If you would look at Exhibit 1, Schedule 3, line 79, 
Column C, you will see a figure 644,219,196. That figure 
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ineludes sales which lie south of Stations 5 and Barton, 
so by deducting those particular sales from the 644 billion 
figure, I get 582.2 billion of sales which lie north of Sta- 
tions 5 and Barton. 

Q. But that figure on line 79 includes only 18 million 
of ACQ gas? 

A. That is correct. 

Q. The application here is for 20 million ACQ? 

A. That is correct. 
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Counsel: Clark 


Witness: Jennings 


Q. On page 10 of Exhibit 82, in answer to the second 
question you stated that capacity is provided in the system 
for delivery of the contractual peak day obligation to SGS 
customers, which means that this volume is available to 
them on a 100 percent load factor basis, is that correct? 

A. That is correct. 

Q. Is that true of SGSD customers? 

A. That is correct, Mr. Clark. Capacity is provided for 
all SGS customers for the delivery of gas to them on a 100 
percent load factor basis. 

Q. Are there now available for peak day deliveries in 
Zone D substantial storage volumes? 
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A. You mean prior to the addition of Leidy Field to the 
system? 

Q. Yes. 

A. There is some storage volume which can be made 
available to Zone D from Oakford Storage. 

Q. What is that volume? 

A. It is approximately 100 million cubic feet per day. 

Q. Could Texas Eastern rely on storage withdrawals to 
meet the peak requirements of SGSD customers to some 


extent? 
[438] 


A. I am a little thrown by your words ‘‘could we rely 
on it’’, Mr. Clark. As I said, we have provided pipeline 
capacity from the gas supply area to meet SGS sales, and 
it is not necessary that we rely on storage to meet those 
sales. 

Q. Do you know of any SGS customer taking gas on a 
100 percent load factor basis? 

A. None to my knowledge. 


Q. Is it correct that you rely on 30 percent load factor 
operations of SGS customers for one half of the off-peak 
gas you earmark for ACQ deliveries and WS storage in- 
puts? 

A. May I have the question again? 


(The question was read.) 


The Wirxess: We rely in part on the fact that SGS cus- 
tomers do not take all of the gas available to them to pro- 
duce the volumes which we propose to sell in this applica- 
tion, to include both ACQ and WS. 


By Mr. Ciark: 


Q. And you said you rely in part. Does that mean that 
you don’t rely on the 19 million that you compute on page 
10 of Exhibit 82, but some lesser amount? 

A. I rely on the 19 billion, Mr. Clark, because from his- 
torical experience they have never taken at over a thirty 
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percent load factor, and I think that is a good enough in- 
dication they won’t do so in the future. I think the 19 
billion is firm enough that it can be relied upon. 
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You use the term ‘“‘half the value’’—— 

Q. Is it firm enough in determining the capacity that 
must be provided to meet their requirements? 

A. We must meet the peak day requirement, the peak 
day obligation of the SGS customers, and we must design 
pipeline capacity to provide that peak day obligation. Hav- 
ing done so, we have annual gas, annual capacity available 
for other uses, because they don’t take that peak day 365 
days a year. 

Q. You said you have to design pipeline facilities? 

A. That is the way we do— 

Q. To meet the peak day obligation, and from Texas to 
Pennsylvania to serve an SGSD customer you have to put 
in pipeline flow capacity equal to his peak day maximum 
delivery obligation? 

A. That is correct, because he has available to him 100 
percent load factor gas, and I must provide pipeline ca- 
pacity all the way from wherever the gas is bought to 
wherever it is sold to be able to provide it to him on a 100 
percent load factor basis, and that is done. 

Q. And yet you can rely for twenty years on him only 
taking at 30 percent load factor for the purposes of this 
application? 

A. I think so. 


* ¢ @ 


[443] 
Counsel: Clark 


Witness: Jennings 


Is it correct that Texas Eastern provides capacity for 
the maximum daily obligation and for the annual obliga- 
tions of their customers? 


32 


444 


A. We provide capacity for the maximum daily obliga- 
tion, and by so doing—with storage—it has been pretty 
well in balance, and also provide the annual obligation. 

Q. Then Texas Eastern does rely on storage to meet 
the peak requirements of some of its customers on an an- 
nual basis—let me rephrase the question. 

Then Texas Eastern does rely on storage to meet the 
peak requirements of some of its customers? 

A. We rely on storage to meet the peak requirements of 
some of our services, namely the GS service, the storage 
srvice to Transco, and as we propose in here the WS serv- 
ice. 

Q. But you do not rely on storage for SGS service? 

A. No, sir. 

Q. Is it correct that annual contractual obligations are 
what you would call annual contract quantities? 

A. I use them interchangeably, sometimes. 

Q. Is it a fact that for GS customers the annual contract 
quantity is 270 times the maximum daily quantity? 

A. That is correct. 

Q. Do you provide capacity to serve GS customers on an 
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annual basis for 270 times the maximum daily quantity? 

A. Annual capacity is provided for the annual GS obli- 
gation. 

Q. But you do not determine the capacity required on 
the basis of 270 times the maximum daily quantity? 

A. That is the way the annual obligation is obtained. 

Q. How much of the peak and annual requirements of 
GS customers do you use storage for? 

A. For GS customers, you say? 

Q. Yes. 

A. Well, theoretically 74 per cent of the GS peak comes 
out of the pipeline and 26 per cent out of storage—that is 
for the peak day. On an annual volume basis, I couldn’t 
give you a figure for storage. 
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Q. You say theoretically 26 per cent comes out of storage 
to serve GS customers? 
A. That is correct. 


Presiding Examiner: On the peak day? 
The Wiryess: That is correct. 


By Mr. Criark: 


Q. And you design your system so as to rely on 26 per 
cent of the GS peak day requirements—— 

A. We attempt to do it in that manner as closely as 
possible. 

Q. Will you accept, subject to check, that your GS peak 


[445] 
requirements are 557.917 Mef per day? 
Mr. Fuanrneam: Is that currently? 
Mr. Cuark: Yes, now on the basis of Exhibit 1. 


The Witness: May I have the figure again, please? 


By Mr. Crark: 


Q. 557,917 Mef per day. 

A. Approximately, that is correct. 

Q. Do you have a more exact figure? 

A. I agree with 557.9—to that extent. I had 557.944. 
There is a small difference somewhere. 

Q. Do you know what 26 per cent of these peak require- 
ments are? 

A. Approximately 145 million cubic feet per day. In- 
cidentally, we are on a 15.025 pressure base. 

Q. Is it correct, then, that to meet the annual require- 
ments of GS customers, flow capacity of approximately 
413,000 MCFD are required with reliance on approximately 
145,000 MCFD from storage? 

A. May I have the question read, please? 


(Question read.) 
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The Wrryess: That is correct, Mr. Clark, provided stor- 
age capacity is available to go with it. 


[446] 
Counsel: Clark 


Witness: Jennings 


Q. What provision have you made for delivering WS 
gas to customers in Zones B and C? 

A. I don’t know what you mean, what provision, Mr. 
Clark? 

Q. Well, what I mean is that you stated that you used 
storage to meet the peak and annual requirements of GS 
customers for the GS service. I want to determine how 
you provide for delivering WS gas to WS customers in 
Zones B and C. Do you provide— 

A. It is delivered essentially from storage by displace- 
ment of gas in the pipeline. 

Q. Essentially? 

A. That is the way it is delivered. 

Q. Is that true of the delivery to Mississippi Valley Gas 
Company? 

A. That particular delivery, WS delivery can be made 
out of the pipeline. However, it can also be made by dis- 
placement from storage. That is the only one that falls 
into that category. 

Q. Then it is possible to make deliveries upstream from 
storage by displacement on Texas Eastern’s system? 


[447] 


A. It is possible to make WS deliveries upstream from 
storage by displacement. 

Q. That is not true of GS customers? 

A. It is true of GS customers. 


Q. Is it true of any customer who operates at less than 
a one hundred per cent load factor? 
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A. If the rate schedule provides that he is allowed an 
annual volume of gas less than one hundred per cent, and 
that particular rate schedule carries a storage requirement 
with it, then it is possible that those deliveries could be 
made by displacement from storage. It is not true of DCQ 
customers, if that is what you are getting to. 


[455] 
Counsel: Clark 


Witness: Jennings 


Q. Have you made a study of the capacity required on 
Texas Eastern’s 24-inch line to move the off-peak gas in 
the summer which is available on that line to storage and 
-ACQ delivery points? 

A. I have made a study of the capacity of our 24-inch 
line for a typical summer month. 

Q. Would you explain to me what you mean by ‘‘typical 
summer month’’? 

A. I made a study of the capacity of the 24-inch line for 
what I considered to be a typical summer month, the month 
of August, assuming that the takes during that month by 
the customers at the various delivery points corresponded 
to the estimated average day for the month of August, and 
I found the capacity under those conditions. 

Q. Did that study show that Texas Eastern has adequate 
horsepower at all stations on the 24-inch line to move all the 
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off-peak gas available on that line to storage and ACQ 
delivery points? 

A. It shows that we have adequate compression on that 
line to move the gas. 

Q. I asked if it showed you had adequate horsepower. 

A. I think you will find—and both of us know what we 
are talking about because I made a map and provided you 
with that information—that a few of the stations may have 
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shown a horsepower requirement slightly in excess of the 
horsepower installed, but you must remember that this 
equipment is certainly capable of being overloaded for 
sustained periods of time, if necessary. 

Q. Would you say that a ten per cent deficiency in horse- 
power was a slight one that could be overcome for long 
periods of time? 

A. I would not call it a deficiency in horsepower, Mr. 
Clark. I would say that this equipment can be overloaded 
ten per cent over its rated capacity for a sustained period 
of time. 


[459] 


Q. Is it a fact that Texas Eastern received a certificate 
recently to render DCQD sales to Algonquin? : 

A. We had an application recently, Mr. Clark, to sell 
a little additional gas—I don’t recall how recent it was. 
though, I think it was in the last few months. That is 
correct. , 

Q. You don’t know whether the certificate has been issued 
or not? 

A. I do not. 

Q. Is that additional volume reflected on Exhibit 4 in 
this application? 

A. I don’t recall, Mr. Clark. I don’t recall the timing 
of it. 


Mr. Casxin: Can you specify what you have in mind? 

Mr. Cuarx: I was thinking of a 7,474 Mef, on the DCQD 
rate schedule for Algonquin. 

Mr. Heap: We are advised it is included in those figures. 

Mr. Deakins: That was certificated. 

Mr. Heap: And it is shown on Exhibit 1 in the Witness 
Ball’s figures. 


By Mr. Cuarx: 


Q. Are you familiar with that application? 
A. I am. 
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Q. Did Texas Eastern provide any facilities in order 
to—excuse me, strike that question. 

Did Texas Hastern propose to install any facilities to 
enable it to meet this new commitment to Algonquin? 

A. No. 

Q. Did it in fact install any facilities? 

A. Well, naturally at one time we had to install facilities 
to meet that sale. 

Q. Did they install any facilities pursuant to the certifi- 
cate received in that proceeding? 

A. No. 

Q. What was the basis for Texas Eastern not requiring 
any capacity—any new capacity, any new facilities to 
render this service to Algonquin? 

A. We had capacity existing on our system which we 
felt could be dedicated to this sale, and in fact was. 

Q. Did the certification of this sale lower the volume 
of unused capacity at Oakford Storage? 

A. Not to my knowledge, no. 


Presiding Examiner: How would it lower the unused 


capacity? It seems to me it would be in competition to 
storage, wouldn’t it? 


[461] 


The Wrrness: That is what I stated, sir, that it did not 
lower the unused capacity. 


Presiding Examryer: In other words, you have not more 
unused capacity than you had before, haven’t you? 

The Wirwess: I don’t follow that, sir. My answer to 
Mr. Clark a moment ago stated that we had pipeline 
capacity available to be dedicated to this service. 

Mr. Deakins: That would mean it wouldn’t affect the 
storage at all, one way or the other. 

The Wrrness: We had pipeline capacity south and east 
of storage, which would not affect the storage balance. 

Presiding Examryer: All right. Now I can understand 
it. It doesn’t affect it either way. It isn’t a case of 
changing the figures, lowering them or raising them. 


* ° * 
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[462] 
Counsel: Clark 


Witness: Jennings 


Q. Is the pipeline system east of Station 21-A, in your 
estimation, unable to move more gas than 100,965 Mefd of 
winter service? 

A. It is not. 

Q. It is not unable to. How much could it move? 

A. That is dependent entirely on the volume of gas that 
can be provided to the line four transportation, Mr. Clark. 
The 100,966 that I have shown in Column B corresponds 
to the 

[463] 


volume which could be made available to the Pen-Jersey 
line for transportation through it, and is dedicated to WS 
sales in this application. 

Q. On Exhibit 11, page 6, line 10, Mr. Bufkin shows 134,- 
036 Mef per day of WS gas as being withdrawn from Oak- 
ford storage. 

Is it a fact that this volume must be delivered through 
the existing pipeline system east of Station 21-A? 

A. No, not necessarily, Mr. Clark. 

Q. Do you know the total maximum daily winter service 
volume proposed to be delivered east of Station 21-A? 

A. The peak-day volume of WS gas to be sold east of Sta- 
tion 21 A on a 15.025 pressure base, 313,056,000 eubie feet 
per day—313.456 million cubic feet per day. 

Q. Is it correct of this total volume 200,000 Mef per day 
are assumed to be withdrawn from Leidy Storage and to 
be delivered with the help of the proposed new pipeline 
facilities? 

A. It is not my assumption. 

Q. In other words, you did not design the facilities pro- 
posed in this application in order to enable them to trans- 
port the 200,000 Mcf per day which will be available from 
Leidy for the winter service? 
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A. I designed facilities to transport and deliver 313,000,- 
000 per day of WS gas east of Station 21. Now, a 
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portion of that volume necessarily comes from Leidy Field 
but is not necessarily 200 million. It could be more. 

Q. It could be more? 

A. It certainly could. 

Q. Well, if you take more than 200 million out of Leidy 
storage, how much more can you take out? 

A. I think if you will look at Exhibit 8, even on page 1— 
which is one of the earlier years of WS and Leidy develop- 
ment, you can see that the deliverability from Leidy, our 
one-half share of the deliverability is 250 million per day, 
which is certainly more than 200. 

Q. Would it be correct, then, to say that if the certificate 
is granted in this proceeding, Texas Eastern could move 
50,000 Mef more per day from the Leidy Storage Field 
to Station 27 A than the volumes shown on Exhibit 4? 

A. Did you say to Station 27? 

Q. Yes. 


Mr. Deaxins: Could I hear that question before he an- 
swers it? 


(Question read.) 


The Witness: The answer is ‘‘no’’. 


By Mr. Cuark: 


Q. It could not? 
A. The answer is ‘‘no’’. 
Q. I seem to have misunderstood. I thought you said 


[465] 


immediately previous to this that you had not assumed 
200,000 Mcf as being available from the Leidy Storage 
Field for winter service in designing the facilities for the 
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winter service, but that you had assumed, instead, some 
larger volume might be withdrawn to render the proposed 
winter service. 

A. I don’t believe you have quoted me correctly, Mr. 
Clark. I stated, and I will state again for you, that I design 
the facilities to deliver 313 million per day of WS gas east 
of Station 21. A portion of that 313 million of necessity 
has to come out of Leidy. It could be 200, it could be more 
than 200 coming from Leidy. Naturally, if you are look- 
ing at Exhibit 4, if more than 200 comes from Leidy, 200 
being the figure shown on Exhibit 4, then less would come 
from west of Perulack Station where the Leidy Line joins 
the Penn-Jersey Line, still delivering no more than 313 
million east of Station 21. It is that simple. 

Q. So that Exhibit 4 represents the maximum capabilities 
of Texas Eastern’s Penn-Jersey line between Perulack and 
Station 26, is that correct? 

A. It is very close to it. 

Q. How close to it? 

A. Within about 30 million per day. 


Q. And Texas Eastern can move 30 million more through 
that section of the Penn-Jersey line than is shown on this 


flow diagram? 
[466] 

A. That is correct. 

Q. Could you tell me if this flow diagram shows the maxi- 
mum capabilities of Texas Eastern line from Oakford stor- 
age—rather from the Delmont Station to the Perulack Sta- 
tion on the Penn-Jersey Line? 

A. Again, the representation shown on Exhibit 4 is very 
close to the maximum capability. 

Q. Is there the same difference? 

A. It is approximately 40 to 50 million per day more 
than is shown on this diagram, and that applies only to the 
sections between Delmont and Perulack station. 

Q. Is it then true that more than 100,965 Mef per day of 
winter service gas could be delivered through the existing 
pipeline system if that gas were available at Oakford stor- 
age? 
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A. That is correct, if it were available it could be deliv- 
ered. 


[510] 
Counsel: Clark 


Witness: Jennings 


Q. Mr. Jennings, last Friday you showed us a study re- 
ferred to at page 11 of Exhibit 82 by which you determined 
the monthly storage withdrawals which you furnished _to 
Mr. W. E. Ball for line 25 of the system gas balance, Ex- 
hibit 1, Schedule 25. 

Am I correct in my understanding that you have com- 
puted the monthly storage field withdrawals by getting 
the average daily withdrawal for each month? 

This was done by subtracting the average daily gas re- 
ceipts from average daily requirements during the month 
and multiplying the result by the number of days in the 
month. 


[511] 
Counsel: Clark 


Witness: Jennings 


Mr. Cuark: My understanding was in making his com- 
putation, he used his total average daily gas receipts for 
a particular month and subtracted that from his average 
daily requirements in order to obtain the storage with- 
drawal required for the month. It that substantially cor- 
rect? 


The Wirness: Substantially, that is correct, Mr. Clark. 
I obtained from Mr. Ball the volumes of gas which he esti- 
mated to be sold by months. Using those figures and my 
estimate of pipeline capacity and volumes of gas which 
could be delivered into the market area, and by taking the 
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difference between the total supply and total requirements 
I obtained the volumes of gas to be withdrawn from storage. 


By Mr. Cuarx: 


Q. At page 11 of Exhibit 82, you stated that the storage 
inputs are merely the volumes of gas needed to replace the 
withdrawals. Is it a fact that on the study just referred to, 
these inputs are computed by subtracting the requirements 


[512] 


for the month—I assume they are supplied to you by Mr. 
Ball—exclusive of storage inputs from the monthly supply 
during the off-peak months from May to October, is that 
correct? 

A. That is not entirely correct, Mr. Clark. By the method 
which you just described, I obtained the volumes of gas 
which could be made available for input to storage, then 
working with Mr. Frank Boyd, who was also a witness in 
this docket, we arrived at the volumes of gas for input to 
storage by months. 

Q. Then the volumes that you used for the storage in- 
puts are not necessarily the same volumes that you de- 
rived from your study, is that correct? 

In other words, did you determine the volumes of gas 
available for storage input by this study, and then deter- 
mine the monthly storage inputs in discussions with Mr. 
Boyd? 

A. Essentially, that is correct. By that, and by my pre- 
vious answer, I mean that in some months there was more 
gas that would be supplied to the market area, and to stor- 
age than was required, so therefore the difference between 
the average day capacity and the average day requirements 
is not necessarily the volume of gas put into storage during 
the summer months, and, as I stated last week, there is 
some capacity available during the year in excess of total 
system requirements. 
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Q. Is it correct to say that the storage withdrawals re- 
flected in Exhibit 1, Schedule 5, are balancing figures be- 
tween the gas supply and system requirements for the 
months of storage withdrawals? 

A. Essentially, that is correct. 

Q. Is it correct that your study of the storage inputs and 
withdrawals does not show whether or not all segments 
of your system are capable of moving all the off-peak gas 
during each of the six months during which you show stor- 
age injections? 


Mr. Deaxrys: Excuse me. May I have the question read 
back? 


(Question read.) 


The Wirness: That particular study is merely a gas bal- 
ance, and is not a flow study. It is, however, based on flow 
studies which show that the system can handle the volumes 
of gas which we forecast to be handled in this gas balance. 


By Mr. Cuarx: 


Q. To determine the maximum daily storage withdrawal 
as shown on Exhibit 4 from Oakford Storage, and from 
Leidy Storage, did you use a similar study as that by 
which you determined the monthly storage withdrawals— 
in other words, is that the result of a gas balance computa- 
tion, namely considering your supply arriving at Station 
21-A, and your requirements and supplying the balance of 
gas required east of 21-A, from storage withdrawals? 


[514] 


. 


A. The storage withdrawal figures—I should say the 
combined storage withdrawal, Oakford and Leidy, as shown 
on Exhibit 4, is a balancing figure for the system north of 
stations Barton and 5 to meet the coincident peak-day re- 
quirement of all the contract demands. 

Q. Is it correct that in making the computations in your 
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storage input and withdrawal study that the requirements, 
system requirements used included sales under all rate 
schedules including ACQ and WS? 

A. May I ask if you are speaking now of the monthly 
gas balance which I made? 

Q. Yes. 

A. The monthly gas balance which I made takes into 
account all requirements to include those which we purpose 
to have in this application. 

Q. Is the same true for the peak day? 

A. The peak day exhibit, Exhibit 4, does not show any 
ACQ deliveries. 

Q. Referring you to page 11 of Exhibit 92. 

A. May I add one thing to my answer a moment ago? 
The ACQ delivery is not a peak day obligation. It is an 
obligation from day to day which we impose on ourselves. 


[517] 
Counsel: Clark 
Witness: Jennings 


Referring to transcript 433, line 18, you derived there 
an annual volume of 16.1 billion, which is available for 
service, is that correct? 

A. That is correct, and, as I stated, with adjustments 
I could increase it to about 18 billion cubic feet. 

Q. Is that 16 billion in excess of Texas Eastern’s annual 
contractual commitments exclusive of the ACQ and WS 
services? 


Mr. Deaxrys: I object to that as repetitious. I think 
that was covered in the testimony. 

Presiding Examiner: The witness may answer. If it is 
repetitious, state so. 

The Wrrness: I recall answering a question similar to 
that last Friday, but I will answer the question. 

Presiding Examrver: Have you the pages before you? 
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The Wrrness: I would have to find it, sir. 

Presiding Examiner: Beg pardon? 

The Wrrness: I would have to find the reference. 

Presiding Examrver: 433 and 434. I think I summarized 
the thing, myself, at the bottom of 433 and the top of 434. 
I think I got it all down in one sentence. I didn’t use the 
word ‘‘contacted.’? Read the question. 

The Wiryess: My answer beginning at line 4 states in 
answer to the question by the Examiner. that the sales— 
excuse 
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me, that the 16.1 billion feet is based on the estimated sales 
shown in Exhibit 1, and by inference is therefore not based 
on the contractual obligation. 


By Mr. Cuarx: 


Q. My impression was that you derived a figure of 582.2 
billion cubic feet of sales which included estimated WS and 
_ ACQ sales, is that correct? 

A. That is correct. 

Q. And my question referred to the volume of Texas 
Eastern’s annual contractual commitment north and east 
of stations 5 and Barton, and whether that volume—I think 
I could probably save time if I just ask you if you know 
the volume of Texas Eastern’s annual contractual com- 
mitments north and east of Stations 5 and Barton, exclu- 
sive of WS and ACQ annual volumes? 

A. I thought I had that, Mr. Clark, but evidently I don’t. 
Tam ata loss on what I did with it. 


Mr. Deaxrys: Tell him how you computed it by reference 
to Exhibit 4 and Exhibit 1. 

The Wirwess: It can be computed from Schedule 1 of 
Exhibit 1 by subtracting from the volume shown on line 75, 
column D, 656,668,390 Mef, those sales which lie south of 
Stations 5 and Barton. I will try to list those sales. 


On line 10, Bude, Mississippi. 
On line 23, Flora, Mississippi. 
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On line 26, Fulton, Mississippi. 

On line 27, Gloucester, Mississippi. 

On line 46, Ethel, Mississippi. 

On line 47, McCool, Mississippi. 

Mr. Deakins: You missed 42. 

The Wrrness: Line 42, Meadville, Mississippi. 
I am not sure about line 63, Red Bay, Alabama. 
Line 68, Starks Utilities. 

Line 71, Texas Gas Transmission Corporation. 
And line 7, Belmont, Mississippi. 


I think the total of those sales lying north is approxi- 
mately 582.7, Mr. Clark. I have the number written here, 
but I have neglected to note what it is. That is approxi- 
mately correct—582.7 billion cubic feet per year for the 
total contractual obligation of all sales lying north of sta- 
tions Barton and 5. And that excludes ACQ and WS de- 
liveries. 


[523] 


Presiding Examiner 
Witness: Jennings 


What you are talking about is available for service as 
indicated by the summary which my question brought about, 
isn’t that correct? 

The Wrrxess: That is correct. 

Presiding Examrver: That shows the net pipeline capac- 
ity after committed elements on the basis of assumed sales, 
isn’t that right? 

The Wiryess: That is right. 

Presiding Examrver: And that is the only source you 
have ever talked about, isn’t it? 

The Wrrness: That is correct. 

Presiding Examiner: As a source? 

The Wiryess: Yes, sir. 
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Presiding Examrver: Now, you can happen to spot cer- 
tain segments of that source as example, and that is what 
you did do, isn’t it? 

The Wrrness: That is correct. 


Counsel: Clark 
Witness: Jennings 


Q. How much top storage gas do you estimate must be 
injected into Oakford Storage this summer for winter serv- 
ice 

[524] 


next winter? 

A. We will have our full 30 billion feet of gas, of top 
storage gas in Oakford as of the beginning of the ensuing 
withdrawal cycle. 

Q. Do you know if any of that top storage gas will be 
- required this winter for winter service? 

A. That will depend entirely upon our obligation for 


winter service for this year, and as of the present time we 
don’t have authorization to make any winter service deliv- 
eries for this coming winter. 

Q. But you are seeking authorization in this application 
to make sales this winter for winter service? 

A. That is correct. 

Q. If a certificate is granted in these proceedings, will 
you require any top storage gas from Oakford Storage to 
meet your winter service obligation this winter? 

A. We will. 

Q. Could you estimate the volume that will be required? 

A. No, sir, I don’t have the figure. I don’t know what 
the figure is. 

Q. Referring you to Exhibit 8, page 1, that exhibit indi- 
cates that Texas Eastern proposes to have an inventory of 
the Leidy Storage Field on November 1, 1960 of 25,921 
MMef. Is this inventory required for the activation of 
Leidy Storage this winter? 
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A. No, sir. 

Q. It is not required for activation? 

A. That particular figure, that particular inventory is 
not required for activation this winter. That is the volume 
which we proposed to have in place in Leidy as of the begin- 
ning of this winter. 


[542] 
Counsel: Clark 


Witness: Jennings 


Q. Do you consider any peak and annual volumes avail- 
able to Texas Eastern at Oakford are dedicated to winter 
service? 

A. Definitely. 


[544] 


Counsel: Clark 
Witness: Jennings 


Q. As I understood your answer to one of my previous 
questions, Texas Eastern does consider that peak and an- 
nual volumes available to Texas Eastern at Oakford Stor- 
age are dedicated to winter service, is that correct? 

A. I don’t believe you are quoting me correctly, Mr. 
Clark. You asked if a portion of the WS commitment both 
on a peak day basis and on an annual basis would come 
from Oakford storage and was it so dedicated, and I an- 
swered ‘‘yes.”’ 

Q. May I ask you again, was it your determination that 
it should be so dedicated? 

A. Working with others, the answer is yes. 

Q. To clarify this last point, immediately preceding the 
recess, would it be correct to say that portions of peak 
capacity at the Oakford Storage Field—the peak top stor- 
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age gas at the Oakford Field—which are not dedicated to 
WS service and the Ex-28 service are not dedicated to any 
particular other service? 

A. The difference between the peak day availability 


[545] 


of gas from Oakford and the summation of the Transco 
dedication and the WS dedication is available for other 
use. 

Q. It is available for other use—but it is not dedicated 
to any other particular service. 

A. Essentially it is dedicated to other services which 
require storage. 


[550] 


Counsel: Clark 
Witness: Jennings 


Q. Does gas withdrawn from storage become part and 
[551] 


parcel of Texas Hastern’s total gas supply and ability to 
meet its total system requirements? 

‘A. Gas from Oakford Storage is gas which is made avail- 
able to those types of service which carry with it a storage 
requirement. 

Q. Can it be said on any particular day that gas is with- 
drawn for a specific purpose, or for particular customers? 

A. In a sense, yes. 

Q. In what sense? 

A. As I have stated on several occasions, pipeline 
capacity west and south of storage is designed and is pro- 
vided to meet the peak-day demand of DCQ and SGS cus- 
tomers, and it is available every day, and it is operated 
that way. 

Therefore, on any day that storage withdrawal is re- 
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quired, it is required solely to meet service to those cus- 
tomers which buy gas under a service, which carries with 
it a storage requirement. 

That is a roundabout way of saying that gas withdrawn 
from storage is withdrawn solely to meet service to those 
customers which have a storage requirement. 

Q. Can gas produced or purchased in Texas be dis- 
tinguished from gas produced in Louisiana and identified 
with deliveries to a particular customer in Pennsylvania 
or New York? 


[552] 
Counsel: Clark 
Witness: Jennings 


Q. Mr. Jennings, is it possible that Texas Eastern will 
make WS deliveries on a day on which there are no storage 
withdrawals? 


A. Is it possible? Anything is possible, Mr. Clark. 


Q. Can Texas Eastern physically deliver storage gas to 
WS customers in Philadelphia? 
A. May I have that question again, please? 


(Question read.) 


The Wrrness: The answer is yes, we propose to sell WS 
gas to both the Philadelphia Gas Company and the Phila- 
delphia Electric Company, and we are providing some addi- 
tional facilities to enable us to do that. 

Q. Could you explain to me, referring to Exhibit 4, how 
the gas will get from Oakford Storage and Leidy Storage 
to Philadelphia? 

A. WS gas which is delivered into the Philadelphia area 
comes out of gas which is transported to Station 25 through 
the existing 20 and 24-inch lines. That volume which is 
removed from those lines is made up at Station 26 
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by displacement from the Penn-Jersey line. 

Q. By displacement, but physically the gas which arrives 
at Station 26 is actually gas which has been transmitted 
from the Southwest up to Station 21-A, is that correct? 

A. On a peak-day, no, it is gas which has come out of 
storage. 

Q. I may not be expressing myself well, which has been 
my problem all of the time here, but when I say ‘‘physi- 
cally”, what I mean is that you can trace a volume of 
gas from the storage pool running to you through the 
pipeline system until it arrives at Philadelphia, and that 
would be to me a delivery of gas physically from storage 
to the Philadelphia area. 

Now, by delivery physically of gas from the Southwest 
to the Philadelphia area, I mean taking a volume of gas 
and moving that specific volume through the pipeline system 
to Philadelphia. 

A. Let me see if I can answer you this way, Mr. Clark. 
Tf the gas moving up from the southwest through the 


24-inch line were colored red and the gas that came out 
of storage were colored green, then Philadelphia would get 
red gas. 

Q. That is what I was after. 

A. But that red gas is obtained, or is made up by dis- 
placement from storage and is replaced at Station 26 with 
green gas. 


[554] 
Counsel: Clark 
Witness: Jennings 


Q. Mr. Jennings, if you have a customer, such as Algon- 
quin, which will receive DCQ, GS and WS gas through 
the same meter, is there any way to distinguish between 
the various types of gas which are delivered to Algonquin 
under these different rate schedules on a particular day? 
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Mr. Deaxins: Mr. Examiner, the same objection as I 
had a while ago. 


By Mr. Cuarx: 


Q. In other words, since the gas delivered under the 
various rate schedules is not red, green or blue, according 
to rate schedule, when a volume of gas arrives at Algon- 
quin’s delivery point, and it is taking deliveries under each 
rate schedule on that day, can you determine which volume 
of gas came from which source for the various services? 


Presiding Examiner: You may answer. 

The Witness: Physically, the answer is no, we can’t de- 
termine, in the case of Algonquin, where each portion of 
their total daily take comes from. It is a total volume of 
gas that is available from the total stream reaching that 
point. 


[555] 
Counsel: Clark 


Witness: Jennings 


Q. Mr. Jennings, referring you to Exhibit 4, Insert B, 
you show a peak-day storage withdrawal of 374,878 at 
14.73 psia. Is that correct? 

A. That is correct. 

Q. This is the withdrawal from Oakford Storage, is 
that correct? 

A. That is correct. 

Q. Are you aware of Mr. Boyd’s testimony that there 
is a facility limitation on withdrawals from the Oakford 
Storage Field? 

‘A. I am aware of what Mr. Boyd stated, that there is 
a capacity of dehydration equipment which when those 
dehydrators are used limits the peak day withdrawal from 
Oakford. 

I am also aware that Mr. Boyd stated that those de- 
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hydrators could be by-passed, which would increase the 
availability of gas from Oakford. 

Q. Well, to achieve this withdrawal which you have shown 
on Insert B to Exhibit 4 for Oakford storage, you have 
assumed a by-passing of the dehydration facilities at Oak- 
ford Storage, is that correct? 

A. Let me say, Mr. Clark, that that 374 million figure 
shown in Insert B is merely a balancing number to meet 
the total requirements of the system for the services re- 
quiring storage gas. It is merely a balancing number. I 
could just as easily have shown the figure over at Leidy 
Storage, and shown 
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a figure in excess of 200 million, so I have made no assump- 
tion as to whether or not the dehydrators are being by- 
passed. 

Q. Mr. Jennings, will you look at transcript 191 through 
193? At that point, Mr. Ball was being questioned about 
a proposed expansion of Texas Eastern’s system, and he 
testified that you would be the right witness to ask whether 
this proposed expansion program will require additional 
construction. 

Do you know if it will require additional construction? 

A. I do. 


° * a 


Q. Do you know what facilities are proposed to be in- 
stalled? 


Mr. Dzaxuxs: Now, I object to that, Mr. Examiner, as 
not concerned with these proceedings at all. We are not 


[557] 
trying that case here. 


No filing has been made yet, the witness stated, and we 
will go off into the realm of another case that isn’t even 
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on file here, so I object to it as being incompetent, irrele- 
vant and immaterial. 

Presiding Examrner: What is the relevance? 

Mr. Crakk: Well, Your Honor, it appears to us that 
Texas Eastern has substantial unused capacity on its 
system at this time which it proposes to dedicate to winter 
service. I was just trying to establish whether or not the 
elimination of winter service, or rather whether the certifi- 
cation of winter service would not require greater facilities 
to be installed for this next expansion than would be 
required if the winter service were not certificated. 

Mr. Deaxrs: I think that is obvious, but the question 
‘was—— 

Mr. Ciarx: Which I thought related to the future pub- 
lic convenience and necessity of certificating this project. 

Mr. Deakins: We assume that this project will be—that 
a certificate will issue, Mr. Bxaminer, otherwise we 
wouldn’t be here. 

Presiding Examiner: You may answer. I am not pass- 


ing on the relevance, as such, because I don’t quite see 
what you have in mind, but I will let him answer this 
question. 

The Wrrvess: I have lost his question, now. Would you 
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restate it, please? 
Mr. Cuark: Would you read the question back, please? 


(Question read.) 
The Wrrnezss: I do. 


By Mr. CuarK: 


Q. Will construction be required west of Station 21-A? 
A. It will. 


[559] 
Counsel: Clark 
Witness: Jennings 


Q. If the winter service were not certificated, and opti- 
mum use was made of the existing storage facilities at 
Oakford to render service to present customers, would less 
flow capacity have to be provided west of Station 21-A 
in order to enable Texas Eastern to make the sales pro- 
posed in its next expansion? 


Mr. Deaxrns: I object to that question as incompetent in 
any respect, irrelevant and immaterial. It doesn’t prove 
anything in this docket. 

Now, a proper question would be if this case—if a certifi- 
cate does not issue, will there be excess capacity from 
storage, or wherever it is. 

Presiding Examryer: I believe I will let him answer. 


Counsel: Clark 
Witness: Jennings 


The Wrrness: Offhand, I would have to say the answer is 
no, Mr. Clark, because most of the sales which we propose 
to make in that application, as I recall, are higher type load 
factor sales than we have available from Oakford Storage 
for total volumes of gas. 

Now, it could be met on a peak day basis under that as- 
sumption, but the total volume of gas which would be re- 
quired for that higher load factor service would not be 
available from storage, and therefore my answer is no. 


By Mr. Cuarx: 


Q. But my question, though, was that if the optimum use 
were made of storage to serve existing customers, and I was 
not 

[560] 


presuming that the storage would be used for these new 
sales, or to meet the volumes required for these new sales, 
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but rather to meet the annual volume requirements of the 
low load factor customers on Texas Hastern’s system. 


Presiding Examrxer: Now, you are actually saying not 
optimum use necessarily, but a particularized use which you 
have suggested, if I understand your question. Maybe 
that is not his answer. Your answer did include the opti- 
mum use of storage as you conceive it, is that correct, Wit- 
ness? Was your answer inclusive of that? 

The Wrrvess: My answer includes optimum use of stor- 
age, and it also assumes the absence of WS sales which 
are made out of Oakford. 

Presiding Examrzn: He has already answered your 
question on the basis of the assumption. Now you are 
giving him a different assumption. 

Mr. Deaxrns: It is a new question. 

Presiding Examiner: The reason I put it that way is you 
seem to define what you consider the proper use of stor- 
age to be for your question, namely that it satisfy the annual 
volume requirements of low load factor companies, I think 
you used those very words. 

Mr. Cuarx: Well, Your Honor, if I could refer to Tran- 
script page 446-——— 

Presiding Examiner: All right. 


[561] 
Counsel: Clark 
Witness: Jennings 


Mr. Cuazx: It is my understanding—exeuse me, page 445 
—it is my understanding that Mr. Jennings had testified 
there that he could meet Texas Eastern’s contractual obli- 
gations to its GS customers by providing flow capacity of 
413,000 MCF/D, with reliance on approximately 145,000 
MCF/D from storage. 

It was my further understanding from testimony today 
that there would be available only 100,000—that at the pres- 
ent time he only relies on 100,000 Mef per day to serve his 
GS customers. 
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It seemed to me, therefore, that he has 45,000 Mcf/D of 
flow capacity west of storage which has been installed to 
serve GS customers, which could be replaced by storage 
withdrawals if optimum use of storage for GS service were 
made, and it would seem to me that he would have flow ca- 
pacity west of storage for 45,000 MCF/D available for this 
next expansion if the winter service were not certificated, 
and his storage capacity were available. 


Presiding Examrver: Is that conclusion correct? 

The Wrrness: No, sir. 

Mr. Clark, when you consider storage, there are two 
elements that you must take into account. One is the de- 
liverability of the storage field, and, two, the total volume 
of gas that the storage field can handle and can deliver 
during the winter season. Both must be considered, and 
as I stated just a moment ago, in order to consider storage 
for use 
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with an application which we propose to make shortly, 
sometime in the future, I will say now is utterly ridiculous, 
because even though the assumption of the deliverability 
may be there, the total volume is not. 

Storage volume must be used to fit a particular type of 
service. The service must be tailored to fit the storage 
characteristics, both deliverabilitywise, and total volume of 
top storage gas that can be made available. 

Let me say that again. The service which is provided 
from storage must be tailored to fit the characteristics of 
the storage field, and that is just the way our services are 
tailored to include GS service, service to Transco, and the 
WS service which we propose to make in this application. 


By Mr. Cuarx: 
Counsel: Clark 
Witness: Jennings 


Q. Is it your testimony, then, that as a practical matter 
it is impossible for Texas Eastern to serve more than 
100,000 of the peak day requirements of customers other 
than WS and Ex-28 customers out of Oakford storage? 

A. Where are you getting this 100,000, if I may ask, 
Mr. Clark? 

There is one 100,000 figure that we have used that 
appears in Mr. Bufkin’s exhibit which I furnished him, 
and I am not sure if that is the one you are referring to. 

Q. No, the figure I was referring to was at Transcript 
page 437, line 21. 

[563] 


A. We are talking about the same thing. In your ques- 
tion beginning on page 13, ‘‘Are there now available for 


peak-day deliveries in Zone D substantial storage vol- 
umes??’, and the questions and answers went for a while, 
and on line 21 the answer is, ‘‘It is approximately 100 
million cubic feet per day”’ available to Zone D from Oak- 
ford storage. 


Mr. Deaxins: That is page 437 instead of 13. 
The Wirwess: That is the same volume that I provided 
to Mr. Bufkin for use in his cost allocation. 


By Mr. Cuark: 


Q. Which figure did you supply to Mr. Bufkin? I thought 
you had testified previously you only supplied him with 
the figure of 100,965 which appears on Exhibit 11, page 6, 
line 5, 100,000. 

A. That is correct. 

Q. That is the only 100,000 figure you supplied to Mr. 
Bufkin? 

A. That is correct. 
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Q. That is not a storage volume, that is the volume of 
existing pipeline facilities of Station 21-A which is dedi- 
eated to winter service. I don’t see that that is comparable 
to this 100 million cubic feet per day referred to on T-437. 

A. You are correct, but that volume does come from 
storage. 

[564] 

Q. Which volume? 

A. That 100,965 million cubic fect per day. 

Q. So that, in other words, I had understood that the 
figure on line 5 of Exhibit 11 was the existing pipeline 
system east of Station 21-A dedicated to winter service. 
Now, as I understand your last answer, the 100 million 
cubic feet per day of storage volume which can be made 
available to Zone D from Oakford Storage is the winter 
service volumes? 

A. It is approximately 100 million cubic feet per day. 

Q. And no other top storage gas at Oakford Storage can 
be made available to Zone D, is that correct. 

A. You are speaking of top storage gas, now, which is 
a total volume of gas in place, 100,965 is the deliverability 
figure, millions of cubic feet per day. 

Q. Iam sorry. I asked you at 437 are there now avail- 
able for peak day deliveries in Zone D substantial storage 
volumes, and you answered there was 100 million cubic 
feet per day available for peak day deliveries in Zone D. 

A. That is correct. 

Q. So that the only storage volumes available for peak 
day deliveries in Zone D from Oakford Storage are those 
available for the winter service, is that correct? 

A. May I have the question read, please? 


(Question read.) 


The Wirness: That is not correct, because we also 
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have volume available in Oakford for the delivery of gas to 
Transco, and other uses. 
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By Mr. CuarK: 


Q. What is the volume of gas available for the other uses? 
Is that approximately 100,000 Mcfd? 
A. It is. 
Counsel: Clark 


Witness: Jennings 


Q. Could you use then in excess of 100,000 Mcfd to meet 
Texas Eastern’s requirements for its GSD customers if 
the winter service were not certificated in this proceeding? 

In other words, you have indicated that as a practical 
matter you couldn’t use storage on Texas Hastern’s sys- 
tem to supply the full 26 per cent of the peak-day require- 
ments of Texas Eastern’s GS customers, and I was trying 
to determine whether you could supply more than 100,000 
Mef of the peak-day requirements of Texas Eastern’s GS 
customers if you had more storage—more than 100,000 
Mfcd available at Oakford Storage, and the winter service 
was not certificated. 

A. I think I have answered that question several times, 
Mr. Clark. GS service is a 74 per cent load factor type 
service, that in order to make that type of sale we must 
have certain pipeline capacity up to the storage field to 
go with it. 

Now, I will say this, that perhaps some small portion 
of this 100,000 available from storage could be balanced 


[566] 


against the off-peak capacity existing in the pipeline in 
order that a GS sale could be made, but it would be a 
rather difficult balance, and I think the peak day volume 
which you would wind up with available for GS sales 
would be relatively small. I don’t know how small— 
less than ten million feet a day or something like that. 
But we have 100 million feet per day of undedicated 
capacity in Oakford Storage. We also say that we have 
certain off-peak capacity available in the pipeline system, 
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primarily during the summer months, and the combination 
of those two factors could be put together to make a small 
GS sale, but I don’t think it would be of any magnitude. 
We do not propose to do that. We propose to sell that 
100 million eubic feet of undedicated capacity in Oakford, 
or more, as WS gas. 

Q. Have you endeavored to determine the amount of 
top storage gas that would be required to meet a greater 
amount of Texas Eastern’s present GS commitments out 
of Oakford Storage? 

A. No. 

Q. Is it true that Texas Hastern’s sales and transporta- 
tion deliveries in Zones A and C are predominantly at 
DCQ rates assuring high load factor operation? 

A. Deliveries made in Zones A and C are predominantly 
DCQ sales which essentially assure high load factor de- 
liveries. You used the term ‘‘obligation’’ in your question, 
Mr. Clark—I 

[567] 


don’t mean ‘‘obligation’’, I mean ‘‘operation’’, and high 
load factor deliveries to certain customers do not neces- 
sarily mean high load factor operation of the pipeline sys- 
tem going by those delivery points. 


Counsel: Clark 
Presiding Examiner 


Mr. Cuarx: Mr. Examiner, I believe I have finished my 
cross examination of this witness, but I was wondering 
if I could actually determine that at the end of the luncheon 
recess, if that will be all right. 

Presiding Examiner: Yes. I haven’t been noting on the 
record that there has been a considerable amount of slow- 
ness in this cross examination. I think, frankly, that it 
must be getting pretty close to the end, and I am not so 
sure that recesses are not producing questions rather than 
eliminating them. 

If I were you, I would try to figure out how many times 
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you have asked the same question in different form. That 
would be a very good way to find out that you aren’t getting 
anything new. That has been true for about thirty minutes, 
at least. 

I frankly don’t see any possible basis for extending the 
cross examination. You have run out of questions, you 
have been taking as much as three, four and five minutes 
between some of them to get something, you had a recess 
in order to get some more, and frankly if I can interpret 
counsel’s operations—and I have been watching now for 
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20 years—I would say you have run dry. Therefore, I 
am going to have to suggest that you show us what it is 
that you need that is new that you couldn’t have asked 
before. 

Is there any other cross examination of this witness? 


[573] 
Counsel: Clark 
Witness: Jennings 


Presiding Examiner: I had asked you about pages 433 
and 434 as to the inconsistency of your position as to the 
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inconsistency of your position as to the source of gas for 
this project. Can you clear that up for us? 

The Wiryess: Yes, sir, I can. 

Mr. Harr: Could I have the question read back, please? 


(Question read.) 


The Wrrness: Let me first try to summarize what Mr. 
Hart said last Friday beginning at transcript 476, line 19, 
insofar as his statements pertained to my testimony. 

Mr. Hart maintained that I had changed my position 
as to the source of the volumes of gas which we propose 
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to sell in this application which resulted in an inconsistency 
in my testimony. 

My answer to that is a flat denial. I have not changed 
my testimony, and there is no inconsistency on this record 
as to the source of the volumes of gas which we propose 
to sell. : 

My derivation of the 37.5 BCF figure on pages 10 and 11 
of my direct testimony, Exhibit 82, was one illustration 
that customers do not make full use of the volumes of gas 
that are available to them and for which capacity has 
been provided in the pipeline system west of storage. As 
I stated at transcript 430, line 5, I thought that this one 
illustration or derivation was sufficient to illustrate my 
point that off-peak capacity is available for the ACQ and 
WS gas which we propose to sell. 


[575] 


After seeing the concern which Mr. Hart and Mr. Clark 
seemed to have about our ability to render service, I 
decided to elaborate on the example by giving a further 
derivation based on total pipeline capacity as compared 


to total estimated requirements. 

This derivation is shown at transcript 432, 433 and 434, 
and clearly illustrates that we do have capacity to render 
the service which we propose in this application, and will 
have approximately 18 billion cubic feet per year available 
for margin. Clearly there is no inconsistency. 


[592] 
Counsel: Hart 
Witness: Bufkin 


Q. Is it true that the overall system cost of debt to 
Texas Eastern is considerably less than the 5.375 percent 
debt cost which you have used in computing debt cost of 
capital necessary to finance the winter service facilities? 

A. Mr. Hart, I have not testified as to the cost of debt 
money to Texas Eastern, historically, or currently realized. 
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Counsel: Hart 
Witness: Bufkin 


Q. Mr. Bufkin, have you made any cost allocation for 
winter service in Zones B and C? 

A. No, sir. 

Q. Have you in any way tried to show what the cost of 
serving, of rendering winter service in Zones B and C is? 

A. I have prepared and presented a cost of winter serv- 
ice in Exhibit No. 11 in this case, which includes all of the 
additional facilities required to make that service available, 
and an allocation of existing facilities which will be used 
in the rendition of that service. 

The volumes of gas delivered in Zones B and C under 
the WS rate schedule for allocation purposes are de- 
livered by displacement’ from volumes of gas which are 
available out of 
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storage. To that extent the costs of serving those customers 
is included in the cost of winter service included in Exhibit 
No. 11. 

Q. You assume the cost of rendering winter service in 
all zones is uniform? 


Presiding Examryer: It would have to be if it all goes out 
of storage, wouldn’t it? 

The Wrrvess: That is the assumption, yes sir. 

Mr. Haxr: I am wondering whether I am cross examining 
you or the Examiner, now. 

Mr. Deaxins: I object to the inference, Mr. Examiner. 
I don’t think that was called for. 

Mr. Harr: I don’t think your statement is correct, Mr. 
Examiner. 

Presiding Examiner: Well, the witness answered. I 
didn’t answer. I asked him a question. 

After all, when the answer is perfectly apparent, it 
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should never be asked. He had just stated exactly that 
which he has answered now, and that is that the service 
in the Zones B and C were rendered out of storage. Isn’t 
that correct, Witness? 

The Wirness: That is correct. 

Presiding Examiner: And having said that, your other 
question was purely a repetitious question, and instead of 
objecting to it, I expedited the answer. Now, you can be 
sarcastic 
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if you want to with the Examiner, but I think he can take 
care of himself. He can take care of himself. You go 
right ahead with your business and examine this witness. 
If you want tight rules, you can get them. 


By Mr. Harr: 
Q. In other words, Mr. Bufkin—— 


Presiding Examrxer: I can spot every one of your repeti- 
tious questions, sir, I can spot every one of them, and I 
can call them on the line for you if you want. 

Mr. Harr: The repetition at times is due to the evasion 
by the witness. 

Presiding Examiver: The witness did not evade anything 
in this connection. 

Mr. Deaxixs: Mr. Examiner, that statement is untrue. 
We showed yesterday on the record where Mr. Hart made 
that sort of statement about Mr. Jennings, that he had 
changed his testimony when he hadn’t done it at all. There 
is an obvious effort here on the part of Mr. Hart to em- 
barrass the Examiner and try to get himself in the posi- 
tion of not having due process, and I will say this—he has 
had it so far, because I have made about two hundred ob- 
jections, and so far they are kidding me around the room 
that I only got one sustained. He has gotten a chance to 
get everything he can, I will say that if we get to the court- 
house. 

Mr. Harr: We both know, Mr. Deakins, your objections 
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have served a purpose. 

Presiding Examiner: Well, we are getting up a good head 
of steam. Let’s make some progress. 

Mr. Harr: Mr. Jennings, presumably having changed his 
changed testimony, I submit that Your Honor consider his 
cross examination of yesterday morning and see how that 
squares with his so-called change of the afternoon. 

Mr. Deaxrns: That is like beating a dead horse to death. 

Presiding Examryer: I think we will have to consider all 
of it, actually. I asked him to clear up that because I didn’t 
want to have the full responsibility of construction, and 
while I had the witness it seemed to be a little easier to do 
that than to take all of the burden of evaluation of that 
which is not all pieced together. 

Let’s go ahead. 


By Mr. Harr: 


Q. Well, the end result of your premise as to the uniform 
cost of serving winter service customers is, is it not, that 
it costs Texas Eastern no more to serve the southern-most 
WS customer than it does to serve the northeastern-most 
customer, is that true? 

A. I am afraid, Mr. Hart, you have placed a construc- 
tion on there which I can’t agree with. 

To the extent that we charge the same rate level for 
gas delivered in Zones B and C under the WS rate schedule 


that we 
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charge other customers for that gas, then it is apparent 
to me that the assumption is that the cost of rendering all 
of the service is the same. 
Q. In other words, the answer to my question is ‘‘yes’’? 
A. I believe I just answered your question. 


Mr. Harr: Would you read the question back, please? 
This is what I mean by evasion, Your Honor. 
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Mr. Deaxrys: I move to strike the remark as contemp- 
tuous. 


Presiding Examiver: Well, I will let it stand. 


(Question read.) 


The Wirvess: Could I have my answer read? 

Presiding Examiner: Yes. 

Mr. Harr: Could I have a yes or no answer? 

Presiding Examiner: I don’t think you can force the wit- 
ness, when he has already stated he can’t adopt an assump- 
tion you make. 

Now, the reason he can’t answer, he says, without re- 
phrasing it, was that he could not adopt an assumption. 
Isn’t that correct? 

The Wirvess: Yes, sir. 

Presiding Examixer: Now read his answer, and you will 
see. 


(Answer read.) 


Presiding Examiner: Frankly, I think that is a very 
clear-cut answer, myself. It happens to be repetitious. It 
has already been said twice. 


[612] 
By Mr. Hart: 


Q. You are working backwards, aren’t you? You are 
starting with the rate and say the rate is uniform and 
therefore you must assume that the costs are uniform. 
Isn’t the starting point at the other end? 

A. That is your construction, Mr. Hart, not mine. 


Presiding Examrver: There is a realism underneath this 
that I think ought to be pointed up at this point. If any- 
body was going to complain at having the same rates for 
WS service, would it be B and C, or would it be D? 

If I was a B or C customer, I could very easily find a 
basis for complaint. I would take the case on that basis, 
because they are being charged on a purely displacement 
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basis. The actual fact of the matter is the actual charge 
of serving them with that amount of gas is not there. 

Now, what is your comment? 

The Wiryess: You are asking me, sir? 

Presiding Examiner: Yes. 

The Wrrness: Well, it is a fact that in order to serve 
those customers in Zones B and C out of storage, which 
is the premise, that they do displace capacity from the 
point of delivery to them of WS gas to the point where the 
gas is replaced in the system, namely storage, and those 
customers, therefore, in my opinion, should bear the re- 
sponsibility. 

Presiding Examrver: Well, all I wanted to show and have 
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shown in this connection, and I wanted the record to show, 
is that actually there is a basis for argument on their part, 
however, to the contrary, isn’t there? 

The Wiryess: There is a basis for argument, yes, sir. 

Presiding Examiner: All right, go ahead. 

Mr. Harr: Will the reporter please read back Mr. Buf- 
kin’s answer before this last very short one? 


(Answer read.) 


By Mr. Harr: 


Q. Is not the end result of what you are saying, then, 
that Texas Eastern purports to be offering storage service 
on a tailor-made basis to winter service customers, and 
because of the premise that the winter service will be per- 
formed through the dedication of storage to winter service, 
you have to assume this displacement for serving a WS 
customer in Zone D, and because of that assumption it 
costs just as much to serve a WS customer in Zone B as it 
does in Zone D? 


Mr. Deakins: Now, Mr. Examiner, I object to that as a 
compound question. That has three distinct questions in 
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it, two of which are based on assumptions, and if the wit- 
ness gives what Mr. Hart always asks for—a yes or no 
answer—it can’t mean anything. 

Tf he wants him to answer the three separate questions, 
I am perfectly willing, but it is a compound question, and 
there is no question about that. 


[614] 


Presiding Examiner: I think he can handle it. Break it 
up. 
The Wiryess: Mr. Examiner, the question is so involved, 
I couldn’t possibly keep all of the assumptions in mind 
that Mr. Hart has made. 

Presiding Examrver: All right, you have answered it. 
The answer is he doesn’t know. 

Mr. Hart: The answer is he can’t answer the question. 
Would you read the question back, please? 


(Question read.) 


Presiding Examiver: Now, that is one question, right 
there. 

Mr. Harr: All right, will you answer that, please? 

The Wrrvess: The question is do we offer winter service 
on a tailor-made basis. I don’t understand what you 
mean by tailor-made basis. 

Mr. Harr: With great fear and trepidation, Miss Re- 
porter, I will ask you to read back the first assumption. 


(Question read.) 


By Mr. Harr: 


Q. I don’t think the answer was responsive. 
A. I will rephrase my answer. I don’t understand what 
you mean by ‘‘tailor-made basis.’’ 


Mr. Harr: To my mind, Mr. Examiner, this, too, is under 
the heading of hedging, and I would like the record to show 
the delay on the record in my looking up Mr. Jennings’ 
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characterization of those words is not my fault. 
Mr. Deaxrxs: I won’t dignify that with a reply. 
Mr. Hart: Did you say something, Mr. Examiner? 
Mr. Deakins: He didn’t say anything. 


By Mr. Harr: 


Q. Do you recall hearing Mr. Jennings’ testimony to that 
effect yesterday? 
A. No, sir, I don’t. 


Mr. Hart: Well, Mr. Examiner, I am afraid I will have 
to request a recess so I can find that in the transcript. 

Mr. Deakins: Well, I object to a recess. Let’s go on, 
and we can get the recess later, during a regular recess 
maybe we can find that, or maybe we can find it for him. 

Presiding Examrver: I don’t care what Mr. Jennings said 
about it. If you want to ask this witness about it, go ahead. 


By Mr. Hart: 


Q. Is your rate design based upon Mr. Jennings’ testi- 
mony and evidence? 

A. In what respect, Mr. Hart? 

Q. Well, as to allocation volumes. 

A. In part. 

Q. In material part? 

A. What is material, that it is based in part on alloca- 
tion volumes supplied by Mr. Jennings. 


[616] 
Q. What else is it based upon? 


Presiding Examrver: I think a general answer would 
be all right—they are things. After all, there is a dozen 
different things you take into account in allocation. Why 
should you enumerate them? Let him look at the exhibit 
and decide for himself, and if he wants to know anything 
about any of them, let him ask. 
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By Mr. Hart: 


Q. On your Exhibit 11, page 6, line 5, that question per- 
tains to the allocation of costs relating to existing pipeline 
system east of Station 21-A, to winter service, is that cor- 
rect? 

A. What question, Mr. Hart, what question relates to 
that? 

Q. Line 5, page 6 of Exhibit 11. 

A. Relates to what question, sir? 

Q. I say doesn’t that relate to the allocation of costs of 
existing pipeline system east of Station 21-A, to winter 
service? 

A. It does. 

Q. And is it true that you obtained the figures in Columns 
B and D on that line from Mr. Jennings? 

A. I did. 

Q. To that extent, at least, your allocation is based 
specifically upon figures for which he is responsible, is 


[617] 
that so? 
A. That is correct. 


Mr. Harr: I might say, to clear up the prior colloquy we 
had, at page 562, Mr. Jennings testified as follows: 


“Service which is provided from storage must be tailored 
to fit the characteristics of the storage field, and that is 
just the way our services are tailored to include GS serv- 
ice, service to Transco, and the WS service which we pro- 
pose to make in this application.’’ 


By Mr. Harr: 


Q. Now, would you please go back, Mr. Bufkin, and an- 
swer my first assumption? 

A. Could I have your assumption restated, Mr. Hart, 
so I would have it clearly in mind? 

Mr. Harr: I would ask the reporter to read it. This is 
the result of one of those half-truth answers. We ask him 
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questions, after Mr. Deakins has warned the witness with 
a timely objection, the witness refuses to answer the ques- 
tion, I have about five minutes to ask it in another form, 
and the record is full of cases where as a result the first 
question doesn’t get fully answered. 

Mr. Deaxrxs: Mr. Examiner, I submit that the statement 
Mr. Jennings made on page 572, at lines 9 through 13, is 
not the statement Mr. Hart assumed in his question—— 

Mr. Harr: 562. 

[618] 


Mr. Deakins: I am sorry, 562. That is not the statement 
that was the basis of the assumption that Mr. Hart put to 
Mr. Bufkin, and if I object to a thing that is improper like 
that, that is improper cross examination attempting to trick 
a witness, and I will continue to do that. 


By Mr. Harr: 


Q. Well, Mr. Bufkin, is it true that the cost of serving a 
Zone B, WS customer would not be as great as the cost 


of serving a Zone D customer if you had not assumed that 
the service was to be rendered out of a preemption of stor- 
age for winter service? 

A. I don’t know, Mr. Hart. 

Q. Well, why don’t you know? 

A. I haven’t made a study to determine it. 

Q. You haven’t? Isn’t it so that as a general rule a 
customer hundreds of miles—other things being equal, it 
costs less to serve a customer almost a thousand miles 
nearer the source of gas than it does to serve the customer 
that much further away from the source of gas? 

A. I don’t know that that is a general rule. I do know 
that rates are ordinarily designed to be available in a 
zone. Sometimes those zones might encompass as much 
as two hundred miles, or as much as seven hundred miles, 
and the same rate is charged the customer at the beginning 
of the zone that is charged to the customer at the end of 
the zone. 
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Q. But at certain points where you have a pipeline sys- 
tem of a thousand miles or more, and where you do have 
zones, isn’t it true, assuming other things being equal, 
other operating conditions being equal, that the zones— 
that it is more costly to serve the customer in the zone fur- 
ther away from the original source of the gas? 

A. For the same type service? 

Q. Assuming uniform, substantially uniform operating 
conditions. 

A. For the same type service? 

Q. Yes. 

A. It obviously costs more to serve a customer farther 
from the source of supply than it does one nearer the 
source of supply. 

Q. But you didn’t consider that fact in designing your 
winter service rate? 

A. Yes, I considered it. 

Q. What did you do after you considered it—discard it 
from consideration? 

A. The source of the WS gas, Mr. Hart, is Oakford 
Storage and Leidy Storage, and those customers are served 
as I have previously stated by displacement from those two 
storage fields for allocation purposes. 

Now, the fact that the gas delivered to those customers 
in Zones B and C might physically come from the gas 
supply 

[620] 


points in Louisiana and Texas does not affect my opinion 
as to the manner in which the allocation should be pre- 
pared. 

Q. But you didn’t even consider any alternate types of 
allocation, is that true? 

A. My proposal is included in Exhibit No. 11 in this case 
to determine what the cost of rendering winter service is. 
In my opinion, that is the cost of rendering this service. 

Q. That wasn’t my question. 
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Mr. Harr: Mr. Examiner, I think that question is cer- 
tainly susceptible to a yes or no answer. 

Presiding Examrver: Yes, I considered many other po- 
tentials—is that what you want him to say? 

Mr. Harr: No, I don’t. I want him to say yes or no, did 
he consider any other. Iam not so sure I think the answer 
is no. 

The Wrrness: The answer isn’t no, the answer is yes. I 
considered many methods of cost allocation. 


By Mr. Harr: 


Q. What other kind did you consider? 

A. I considered the so-called zone-to-zone approach—I 
didn’t make a study of it, I considered it. 

Q. What do you mean you considered it—you made a 
study? 

A. I considered it. I considered it to be improper for 
the evaluation of the costs related to the winter service. 


[621] 


Q. Did you make any other computations as to the cost 
of rendering this service in different zones, other than 
your Exhibit 11? 

A. I didn’t consider it necessary. 

Q. And therefore the answer is no, you did not, is that 
right? 

A. That is correct. 


Mr. Hart: Your Honor, I should like to incorporate in 
the record by reference the application filed herein on or 
about October 6, 1958, and docketed as No. G-16505, which 
application was subsequently re-filed in what Texas Hast- 
ern’s letter of transmittal says is identical form on July 
14, 1959, and which subsequent re-filing was docketed as 
G-18969 and G-18961. 

I would like to incorporate that document as Item E. 

Mr. Deakins: I will object to it unless the purpose of 
incorporation of it is shown, because there is no point in 
incorporating unless it has some value. 


75 


621 


Mr. Hart: The purpose, Your Honor, is to show the 
differences, or some of the differences between Texas East- 
ern’s filed application and the Texas Eastern’s direct case. 

Mr. Deaxrss: As a matter of fact, that was rejected, 
that application. I dont see how we can incorporate it. 

Mr. Har: I said it was re-filed at a later docket 


[622] 


number. Are you saying you dont have any basic appli- 
cation on file? 

Mr. Deaxrxs: Oh, how stupid can you get. 

Presiding Examiner: My ruling is it is absolutely and 
totally irrelevant, and would therefore be confusing to this 
record and improperly so, and would create a non-due 
process situation. You can’t test the present application 
lawfully by something that was said by this applicant 
some other time to this body, regardless of what action 
had been taken by the body, itself, namely the Commission. 

When the Commission has considered the matter, when 
the matter has been completely withdrawn by that action, 
it certainly is a dead issue, and can’t lawfully be used in 
connection with the testing of this application under Sec- 
tion 7 of the Natural Gas Act. That is my ruling. Let’s 
go ahead. 

Mr. Harr: Your Honor, your rule is based—I am not 
clear on it—on the fact that the original application was 
withdrawn, is that right? 

Presiding Examiner: My ruling is that it is irrelevant, 
period. It further is that to incorporate it would be re- 
versable error. That is my ruling. 

Mr. Harr: Which application is irrelevant, Your Honor, 
the first one or the second one? 

Presiding Examrver: You have offered as an item by 
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reference, namely to make evidence in this case, an appli- 
cation dated or filed in October 1958, docket G-16505, is 
that not correct? 
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Mr. Hart: In part, Your Honor. 

Presiding Examrver: Well, that is all you have asked 
to have incorporated, sir. 

Mr. Hazr: I stated that the same identical 

Presiding Examrgr: You asked to have that incorpo- 
rated and my ruling goes to that. What more can it be? 
How confused can you get this record? 

Mr. Hart: Your Honor, in that same request, I indicated 
that that application was identical to the application sub- 
sequently re-filed by Texas Eastern—— 

Presiding Examiner: Mr. Hart, you have had your rul- 
ing. Will you please proceed with your cross examination? 

Mr. Harr: Well, I am interpreting your ruling—— 

Presiding Examrver: You can argue this as you wish 
in any forum you wish. You have had your ruling. Please 
do not argue it any further. 

Mr. Harr: I am not trying to argue it, Your Honor. 

Presiding Examrver: That is what you are doing, 
whether you are trying very hard or not. 

Mr. Harr: As I understand Your Honor’s ruling, he will 
not admit the application filed at G-16505, is that correct? 
I am assuming—I am going on that premise, and I would 


[624] 


therefore move that the application filed by Texas Eastern 
on July 14, 1959, at Docket G-18969 and G-18961 be incor- 
porated by reference. 

Now, I am doing that with the understanding that the 
Examiner’s ruling did not cover that application. 

Presiding Examrver: Do you wish to be heard on the 
matter of whether the pending applications, two of them, 
should be incorporated or not? 

Mr. Deaxrys: Mr. Examiner, they are the applications 
we are hearing in this case. 

Presiding Exammver: Two of them are—that is two of 
those that are being heard. 

Mr. Deaxrxs: There is another in Docket G-18968 which 
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he didn’t ask to be incorporated. To me, I don’t see that 
it serves anything to have it in. I don’t care whether he 
puts them in or not. They are a part of this record, and 
will be if it is appealed to the Commission or any court. 

Presiding Examrxzr: Now, let’s get this matter clearly 
before us as to what the situation really is as a matter 
of law. An application is a moving paper. It is a pro- 
cedural document. It is exactly the same as a motion, a 
motion to this official body to take an official action under 
the statute, to wit, to set this application for hearing. That 
is the purpose of the application fixed by the regulations. 

There are attached by reason of the regulations to the 
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moving part of the paper certain factual data. That data 
is classified under the regulations as certain exhibits bear- 
ing certain numbers or letters fixed by the regulations. 
The factual material in that is not evidence in any 
hearing without further action thereon. 
The factual data there can’t be used against the appli- 


cant in a hearing, nor can it be used by an applicant to 
support as proof, it is not evidence. That is the law on 
the subject. There is no question in the world about it in 
this forum, there never has been. 

That factual data is supplied to the Commission attached 
to the moving paper for one purpose basically, only, and 
that is to move this body to act upon the application, to 
set a procedural process in motion, because if it isn’t sup- 
ported in that fashion, the Commission will reject the appli- 
cation out of hand, and the regulations so provide. There- 
fore, the purpose of those facts are not to supply the proof 
of anything, but to induce this Commission to consider 
that this is a bona fide attempt to obtain a license under 
a Federal statute. 

Now, the variance of material in that showing and later 
has absolutely no significance whatsoever on anybody or 
any party. Insofar as the material is identical, it is 
doubling up the record to put it in. Insofar as the material 
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has been abandoned by the applicant, modified by the 
applicant by 
[626] 


reason of later calculations, it is unfair to the applicant 
to attempt to use it. The application for the incorpora- 
tion of this, therefore, has not been shown to have any 
value, and tends, therefore, not only to be irrelevant, but 
to be unfair to the applicant. Therefore, the application 
will not be incorporated as evidence. We have evidence 
in this case. The burden of proof rests upon this appli- 
cant to prove this case, and it has attempted to do so. 
It stands upon that burden when it objects to the attempt 
to drag into this some other preliminary form of factual 
data which it does not stand upon, and which is not part 
of its burden of proof. No showing has been made that 
by the utilization thereof any possible purpose of this 
intervenor can be served. 

No showing having been made, my ruling stands that 
it is not proper to incorporate these applications. 

Now let’s proceed with cross examination. 


[638] 
Counsel: Hart 
Witness: Bufkin 


Q. Mr. Bufkin, on what do you base your premise that 
the gas used for winter service and the capacity to be 
used in getting that gas to storage is off-peak gas and 
off-peak capacity? 

A. The question is on what premise do I base the cost- 
ing of the gas into storage at 26 cents for winter service? 
Is that your question? I am not sure I understood your 
question, so I was trying to rephrase it. 


° ° e 
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Counsel: Hart 


Witness: Bufkin 


The Wirness: that premise is based on facts, as testi- 
fied to by Mr. Jennings. 


By Mr. Hart: 


Q. Could you be a little more specific? What facts— 
which facts? 

A. The fact that the gas delivered into storage is de- 
livered on an off-peak basis. 

Q. Well, is it true that ultimately you are basing that 
on Mr. W. E. Ball, upon whom Mr. Jennings relies, based 
on his Exhibit 1, is that right? 

A. No. 

Q. Well, what is it based on, what part of Mr. Jennings’ 
testimony? 

A. Mr. Jennings testified that the volumes of gas which 
will be required if certificated in this proceeding will be 
available for storage out of off-peak capacity. 

Q. Right, but that off-peak capacity goes back to Mr. 
W. E. Ball’s Exhibit 1, does it not? 

A. Not necessarily, if I understand Mr. Jennings’ testi- 
mony. 

Q. Is your premise of off-peak gas and off-peak capacity 
based on the difference between Texas Eastern’s sales 
commitments and its sales estimates? 

A. Based upon the testmony that Mr. Jennings gave, I 
believe yesterday, in response to some questions by Mr. 
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Clark, that the volumes of gas available for this service 
were available from off-peak capacity. 
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Counsel: Hart 
Witness: Bufkin 


Q. In other words, you are saying that if Texas Eastern 
has any excess capacity on its system, there would be no 
purpose in certificating the storage facilities here applied 
for? 

A. No, sir, I didn’t say that. The facts are these, Mr. 
Hart, as I understand it. We have a pipeline system which 
has a certain capacity. The customers for which that pipe- 
line system was originally built haven’t bought all the gas 
that they contracted to and committed themselves to buy. 

Q. That is your premise? 

A. Thus they released capacity during the summer 
months on the pipeline which we had to find a place to put. 
We had to find a use for it in order to make ourselves 
whole. Therefore, we developed storage, and we placed 
that off-peak gas into storage in this case for the purpose 
of winter service, and we have so priced it. 


[651] 


Counsel: Hart 
Witness: Bufkin 


Q. Do you agree with that, Mr. Witness? 

A. Yes, if I might illustrate. As I said earlier, capacity 
is built from one end of the system to the point of delivery, 
supply to the point of delivery for the DCQ 
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customers on the peak day and on an annual basis. In my 
opinion, it is proper to price that gas differently from the 
way we have priced off-peak gas. 
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Counsel: Hart 
Witness: Bufkin 


A. First of all, Mr. Hart, peak-day capacity is not de- 
livered into storage. Peak-day capacity is built for 
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certain types of service. I gave you an illustration earlier 
of the DCQ service. 

The most favorable price that a DCQ customer can ob- 
tain under the DCQ rate schedule is the one hundred per 
cent load factor price, but few, if any, seldom, if ever, 
attain a one hundred per cent load factor price because of 
cut-backs by those customers during the summer periods. 

Q. Have you finished? 

A. Yes. 


[667] 


Counsel: Hart 
Witness: Bufkin 


Q. Accordingly, is it a fact that Exhibit 11 in effect allo- 
cated cost of service of the existing pipeline system east 
of Station 21-A, as though those facilities were located all 
in one zone? 

A. I think that is right, Mr. Hart. I am not sure that 
you have stated it—I would agree with the way you have 
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stated it. It is true that the cost of service of the existing 
facilities for the entire system east of 21-A has been allo- 
cated to winter service in proportion to the allocation 
factors that I show on page 6 of Exhibit 11, which include 
sales made on that portion of the system between Station 
21-A and the zone boundaries which I previously described. 

Q. Well, then, you say in effect you are treating that 
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as though it were all one zone, isn’t that true—all one rate 
zone? 
A. Not necessarily so. 
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Counsel: Hart 
Witness: Bufkin 


Q. What I am asking for is the breakdown of those total 
figures between the components based on the sales volumes 
you have shown on page 6 of Exhibit 11. 

A. I haven’t made any such determination, Mr. Hart. 

Q. Will you do it, please? 

A. My responsibility was, in being charged here with 
respect to this exhibit was to determine the cost with 


[681] 


relation to WS, not with respect to Zone C, Zone D or any 


other service. I have determined what the cost of the serv- 
ice is related to WS service as shown on page 8 of Exhibit 
No. 11. 


[689] 
Counsel: Hart 
Witness: Bufkin 


Q. So then assuming that only the additional facilities 
were in place, without any of the existing facilities east of 
Station 21-A, the gas withdrawn from Leidy could be de- 
livered to winter service customers? 

A. Iam sorry, would you please repeat the question? 


(Question read.) 
The Witness: Basically, yes. 
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Counsel: Hart 
Witness: Bufkin 


Q. Turning back to page 6, Mr. Bufkin, of your Exhibit 
11, who furnished you with the allocation volumes for 
Oakford Storage in lines 8 through 11? 

A. I developed those. 

Q. What does the other use which you show on line 9 
represent? 

A. It represents the volume of gas which must be with- 
drawn from storage which, when added to the volumes of 
gas moving through the pipeline system meet the total 
obligations of the customer. 

Q. Which customers, which class of customers? 

A. Under which rate schedule, are you asking? 

Q. Yes. 

A. GS rate schedule. 

Q. Have you made a study of your own to determine how 
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much of Oakford Storage could be used for such sales? 

A. As to how much could be used? 

Q. Yes, sir. 

A. No, sir. 

Q. Then what is the basis for your assuming 99,982 Mef 
for what you call ‘‘other use’’? 

A. Insert B in Exhibit No. 4, page 1, shows a volume of 
gas being withdrawn from Oakford Storage of 374.878 M 
squared OF at 14,73 psia. When that volume is restated at 
a 15.025 psia pressure base, which is the basis of all of my 
exhibits, you obtain the figure shown on line 11, column 
B of page 6, 367,518. 

Of that volume, 133,500 is required for and has been 
dedicated to the X-28 storage service which we render to 
Transcontinental Gas Pipeline Company. The 134,036 fig- 
ure, which appears on line 10, Column B, is the volume of 
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gas which must be required to be withdrawn from storage, 
which when coupled with the 200,000 withdrawn from Leidy 
makes available 334,036 Mef, which is the peak day volume 
we are seeking authorization to sell under the WS rate 
schedule in this proceeding. 

The 99,982 figure, which appears on line 9, column B, is 
a difference. 

Q. It is a balancing figure, in other words? 

A. It is. 

[692] 


Q. And does the same apply to the figure shown in 
Column D of line 9, 12,957,900 Mef? 
A. That is correct. 


[701] 


Counsel: Hart 
Witness: Bufkin 


Q. Do you agree that the winter service rate can’t be 
kept in the general range where you have proposed it pro- 
viding it is to be based on costs unless it can be costed on 
the premise that winter service customers have the pro- 
prietary right or preferential advantage in Leidy Storage, 
and in approximately 133,500 Mef of peak withdrawals 
from Oakford Storage? 

A. No. 

Q. Why not? 

A. You said can it be priced? 

Q. I say can you keep the WS rate level in the approx- 
imate range where it is unless in effect you assume that 
Leidy Storage and a considerable portion of Oakford Stor- 
age is dedicated or preempted for winter service? 

‘A. Yes, you can keep the winter service rate within the 
range of its present level. 

Q. How would you do that? 

A. By offering the service at that rate. 
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Q. I say providing you base it on costs. 

A. Oh, on what method of costing, Mr. Hart? 

Q. Could you do it on the method of allocation which 
you filed in your rate cases? 

A. As far as I am concerned, that would be an improper 
method of costing for the winter service rate. 
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Q. That is the explanation, but is the answer—I take it 
the answer is no, you could not do that? 

A. It would depend on the assumptions, Mr. Hart. 

Q. If you used the same general principles of allocation 
which you used in your rate filing, would you thereby come 
up with a WS rate based on costs so allocated which would 
be in approximately the range where it is now? 


Presiding Examiner: Well, I will frankly say that the 
question is so ‘‘iffy’’ that when I got through I would 
wonder if I understood. 

The assumptions are not there. He has been trying to 


tell you he can’t give you anything, he can’t answer unless 
he knows more about what the basis is. 

Mr. Harr: I don’t understand that. 

Presiding Examiver. I don’t know what the question 
means, anyhow. I haven’t the slightest idea. Suppose he 
said yes, I couldn’t tell you what in the world it meant. He 
has got a basis of allocation. It is clear-cut, he knows what 
it is about, if something else happens, then you will have 
to look at it and see what it is, but until you got it, I don’t 
see how any answer could have any meaning in the world, 
and I am interposing because the witness is having trouble 
trying to get hold of something that he can answer. 

Later on we will be hearing he was a very bad witness. 


[703] 


Counsel: Hart 
Witness: Bufkin 


Q. Let me retrace a little. Is it your position the Ws 
rate could be kept at approximately the rate you designed 
it and still be based on costs without in effect dedicating 
storage to winter service? 


Presiding Examryer: I am going to challenge the witness 
that he don’t know. Isn’t that the fact? 

Mr. Deaxrxs: Now, Mr. Examiner, I want to object to 
the question, because the service is not proposed in that 
manner. In order to pose that question to him, the fact 
must be stated as to how the service would be otherwise 
performed without storage. We have been in through that 
in this record a dozen times, but I still think the objection 
is valid. 

Presiding Examiner: I don’t think he can answer, because 
he don’t know what it means. Do you know what it means? 

The Wiryess: No, sir. 

Presiding Examiner: I don’t, either, there is no use 
wasting time. 


[704] 


Mr. Hart: Your Honor, this expert witness is responsi- 
ple for the Texas Eastern winter service rate, and he has 
designed it on one particular basis. 

I am asking him in substance whether any other cost 
basis would have or would substantially similarly support 
the winter service rate at the same level. 

Tt seems to me that that is perfectly appropriate in order 
to probe the validity of this witness’s using the particular 
cost accounting method that he did use. 

Mr. Deaxrxs: My objection went to the form of the ques- 
tion, Mr. Examiner. 

Presiding Examiner: What is your question? 

Mr. Hart: Well, as one test of whether or not any other 
general type of cost allocation would support the level of 
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the winter service rate, I am asking the witness whether 
the cost allocation principles and methods used in Texas 
Kastern’s rate filings would, if applied in the determina- 
tion of winter service rate, support the 68.3 cent winter 
service rate. 

Presiding Examiner: He has already answered that. He 
has already said that would not be an appropriate method 
of cost allocation. 

Mr. Hart: That is a matter of his opinion whether it 
would be appropriate. My question goes to what would 
the end result of it be. 

Presiding Examiner: Do you know? Have you done it? 
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The Witness: I haven’t made such a study, Mr. Hart. 

Presiding Examiner: Anybody can take that out of the 
rate case and come up with it if they want to show that. 
Why don’t you do that on your brief? 

All I am saying is you are not getting anything from 
the witness, you are not getting any information, and that 


has been true so much I really wonder if it isn’t about 
time to say let us either get something or quit, either one 
or the other, and I mean that seriously. 

I can make this stick, too. I have gotten to the point 
where I can make it stick. Criticism of me with regard to 
by open mindedness has laid a very firm foundation for 
saying you have exhausted it, because your repetition is 
so tremendous here, and you are asking a mathematical 
question—in fact, I have even wondered if I shouldn’t ad- 
vise the witness to go get an adding machine and put it 
on the table so he can add these things up and subtract 
and get them accurate, because that is about all he has been 
doing, which doesn’t produce any evidence. 

Now, I say to you, Mr. Hart, either get something out 
of this witness or quit, one or the other. 

Mr. Hart: I am trying to, Your Honor. 
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By Mr. Harr: 


Q. Does Texas Eastern ordinarily recognize a proprie- 
tary right or preferential advantage in specified facilities 
on behalf of a particular class of service in designing its 
rates? 


[706] 
A. I don’t know what you—— 


Mr. Deaxzrys: I think that is too general a question. 

Presiding Examrver: He doesn’t know what he means, he 
has already answered. 

Do you know what he means? 

The Wrrness: No, sir. 

Presiding Examrver: That clearly is an improper ques- 
tion. Any lawyer in the world would know that. 

Mr. Harr: That is taken almost verbatim from Commis- 
sion Opinion 277. 

Presiding Examrver: So what, it has nothing to do with 
the cross examination. This witness is certainly not a 
proper person to pass on or attempt to pass on the ultimate 
question of law. That is what that is. It is a conclusion 
of law. 

Mr. Hart: I am asking him as to the facts whether he 
has done this, in effect. 

Mr. Deaxiys: The question was do they ordinarily. 

Presiding Examiner: That shows what bad odor it is in. 

Mr. Harr: May I suggest a recess. It is past the usual 
time. 

Presiding Examiner: Well, how close are you to getting 
through? I have given this matter of recesses so you could 
look up more. Now, let’s get through. The pressure is 
on you. Finish it. 

If you can’t cross examine, say so. 


[707] 


Mr. Hart: I can cross examine. 
Presiding Examrver: All right, go ahead. It isn’t 3:30 
yet, and we don’t necessarily have to quit at 3:30. 
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Mr. Harr: I was thinking it might be appropriate to let 
us all cool off a little. 

Presiding Examiver: I think it would be appropriate to 
get through with this witness and get something out of 
him, if you have anything left to get out of him. In fact, 
that is the only thing that is appropriate right now. 


By Mr. Harr: 


Q. In designing Texas Bastern’s rates, do you allocate 
to new services the higher cost of gas purchased which 
exists—do you allocate to new services the cost of gas 
supply, of new gas supply when that new gas supply is 
at a higher average cost of gas than Texas Hastern’s 
overall gas supply? 


Mr. Deaxrys: Now, I object to that question as too vague 
and too general, and I will point out to counsel why. He 
said the new services, and I don’t know whether he means 
by class of service to new customers under old rate sched- 
ules, or what he means, and I don’t see how the witness 
could know that. 

I am not trying to be obstreperous, I would like to get 
done, too. 

Mr. Hart: I mean any class of service. 

The Wirness: Your question is does Texas Eastern al- 
locate against a new class of service new gas supply re- 
quired to be 

[708] 


purchased to meet overall system requirements including 
that new purchase? 

Mr. Harr: Yes, sir, the cost of that gas supply, the specific 
cost, rather than using the overall system average cost. 

The Wrrxvess: Mr. Hart, to my knowledge we haven’t 
initiated any new services since 1947, or thereabouts, re- 
flecting sales other than the ACQ sale and the winter serv- 
ice sale proposed herein. 
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By Mr. Harr: 
Q. Do you think that is a sound rate-making principle? 


Presiding Examrver: You don’t need to answer. We 
aren’t going into the principles of rate making. He has 
done a specific job, and he has answered you with regard 
to an alternative. We are not going into a generic dis- 
cussion. After all, he is not a good person to do it. He 
ought to know quite a bit from the Commission’s orders 
on the matter, but purely as a practical operating man, 
and if he is smart he will go to his lawyer, get one that 
knows, and ask him. 


By Mr. Harr: 


Q. Is it true in your rate files in the Docket G-12706 the 
allocation of costs shown on Statements I, J and K does 
not assume that any particular class of service is entitled 
to rates reflecting costs limited to those particular facili- 
ties? 


Presiding Examiner: I believe that question has been 
asked 
[709] 


before of somebody, and even then I though it was irrele- 
vant. We are not trying that rate case. What they did 
there has no bearing whatsoever on this, unless you can 
point out that in some way this man is bound by incon- 
sistencies to follow, or the necessity of some inconsistency 
to follow some method used some other time. 

In view of the fact that this service has never been be- 
fore the Commission on a rate basis, it can’t possibly be 
used as an impeachment basis. 

Mr. Harr: I take it you are saying the question is im- 
proper? 

Presiding Examiner: It is. 
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By Mr. Harr: 


Q. If you were designing the WS rate herein in a rate 
case, would you design jt on the same basis that you have 
designed it here? 

A. Mr. Hart, I consider it proper here, and therefore I 
would consider it proper in a rate case. 

Q. That wasn’t the question. 


Presiding ExaMINER: That is a good answer. It was 
responsive. : 

Mr. Harr: I didn’t ask him if it was proper, I asked him 
would he use it. 

Presiding Examrver: He gave you an answer yes, because 
jt would be proper in both places. Isn’t that the sense of 
your 

[710] 
answer? 

The Wirwess: That is the sense of my answer, and I will 
say yes. 


° ° ° 
Counsel: Hart 
Witness: Bufkin 


Q. Is it your position, then, that the proposed. winter 
service rate is just and reasonable and not unduly dis- 
criminatory and preferential? 

A. That is definitely my position. 


[711] 
Counsel: Hart 
Witness: Bufkin 


Q. And what is your basis for concluding that it is not 
unduly discriminatory or preferential? 


* * * 
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Counsel: Hart 
Witness: Bufkin 


The Wirness: Mr. Hart, there are probably a number 
of definitions or interpretations, at least, of what might 
be undue discrimination or undue preference, but here is 
one finding which somewhat clarifies it in my mind, at 
least. I would like to quote: 


“That a public service corporation may classify 
those whom it serves and fix definite rates for each 
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character of service is elementary, or as stated by 
2 Wyman Public Service Corp. Sec. 1232, from the 
very nature of the case, classification goes far back 
into the law of publie service, the only legal inhibition 
being that it must not give an undue or unreasonable 
preference or advantage or make an unfair discrimi- 
nation among its customers or patrons where the 
conditions are alike and the circumstances similar.’’ 


That is from Elk Hotel vs. United Fuel Gas Company, 
1914, 75 West Virginia 200, 83 Southeast 922, and, going on: 


‘An undue or unreasonable advantage or preference 
by a public service corporation results only from allow- 
ing to one person what it denies to another under 
substantially the same circumstances and conditions.”’ 


Now, the winter service has been offered, and is available 
to every customer on Texas Hastern’s system, including 
the Columbia companies, and the mere fact that only 22 
of those customers elected to utilize the service does not 
indicate to me that the other customers are being dis- 
criminated against, or that they were not offered the 
service. 
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By Mr. Hasr: 


Q. Have you finished? 

A. Yes. 

Q. Does that boil down to the fact, then, that your basis 
for concluding that your proposed winter service rate is 
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not unduly discriminatory or preferential is the fact that 
it has been offered to all of Texas Hastern’s customers? 

A. I believe I prefaced my remarks by saying this is 
one measure of what one body considered to be undue 
preference or undue discrimination. 

Q. That is one of your bases? 

A. That is correct. 

Q. Do you have any others? : 

A. Another one is that as shown on page 8 of Exhibit 
No. 11, the cost attributable to the rendition of this service 
is charged to the WS customers and to no one else on the 
system, and recovered by the rate which we are requesting 
authorization to render this service under in this pro- 
ceeding. 

Q. In other words, does that boil down to the fact that 
your second basis is that your winter service recovers all 
of the costs which you have allocated against it? 

A. It recovers what in my opinion are the proper allo- 
cable costs to the winter service, and does not impose a 
burden on any other service. 

Q. What do you mean does not impose a burden on any 
other service? 

A. Well, if this rate recovers the cost of rendering the 
service, obviously no other customers have to bear any of 
those costs. 

Q. Well, your second basis, then, is that the assumption 


[714] 


that the service recovers all the costs of rendering it 
without undue burden on other customers, is that accurate? 


94 


716 


Mr. Deaxrxs: That is not an accurate reflection of his 
testimony. 

Presiding Examrvzr: Let me try an interpretation which 
is even simpler. It recovers all of the proper costs from 
the proper people, namely those who get the service, is that 
correct? 


The Wrrness: That is correct, sir. 


[715] 


Counsel: Hart 
Witness: Bufkin 


Q. First as to the DCQ rate, the GS rate—all of Texas 
Eastern’s other rates. 

A. Mr. Hart, this service is completely different from 
any other service rendered on Texas Eastern’s system, 
and the fact that the rate is designed so that the revenues 
produced therefrom, when applied to the sale, recover the 
cost of service, it would seem to me to be adequate. 

I didn’t need to make a comparison with the DCQ or 
GS service, because the two aren’t comparabie. They are 
apples and bananas. 

Q. You didn’t make such comparison, is that your testi- 
mony? 

A. That is correct, I did not. 

Q. Is it your position that in Texas Hastern’s rate pro- 
ceeding, the winter service rate would not have to be 
justified without such comparison? 


[716] 


Presiding Examrer: We are not in the rate case. You 
don’t need to answer. 

Mr. Deakins: We are not trying G-18441, Mr. Examiner. 

Presiding Examiner: The question need not be answered. 

Mr. Harr: He stated he considers this a just, reasonable 
and not unduly discriminatory—— 
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Presiding Examrver: I would appreciate it if you wouldn’t 
compound your situation by arguing after a ruling. We 
are trying to get through. This is the tag end. Let’s get 
through. 

Mr. Harr: Your Honor, I never said I was at the tag 
end of Mr. Bufkin. 

Presiding Exammven: It is quite apparent. Now, let’s 
get through. I am not waiting for objections to that which 
is so obviously improper. We are not trying the rate case. 
The ruling has been made a half a dozen times. 


«ee 
[717] 
Counsel: Hart 
Witness: Bufkin 
Q. Mr. Bufkin, what is the average rate at 16.8 percent 
load factor on Texas Eastern’s DCQ-D rate schedule— 


excuse me, under the GS rate schedule? 
A. Lhaven’t made the calculation, Mr. Hart. 


[718] 
Counsel: Hart 
Witness: Bufkin 


Q. Mr. Bufkin, who pays for the off peak capacity west 
of storage which you assume is the means by which you 
will render winter service? 

A. That depends entirely on the amounts of gas that 
are sold. If, for example—let me first say that everyone 
{ think including yourself is aware of the fact that the 
commodity component of practically all, if not all rates 
under which sales are made as a result of a rate determi- 
nation by the Commission include fixed costs, one element 
of which is return. 

Therefore, unless the company is fortunate enough to 
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be able to sell the volumes of gas which includes those 
fixed costs, then it does not recover from those customers 
those fixed costs. It recovers a part of those fixed costs 
from the demand component of its rate under firm rate 
schedules. 

Q. That assumes, does it not, that your rates are de- 
signed in the first place on the basis of your customers’ 
contractual entitlements, is that so? 


[719] 

A. No, sir. 

Q. Well, what is the assumption as to volumes? 

A. Rates ordinarily are based upon material submitted 
to the Commission which include 12 months of most re- 
cently available actual data, which data may be adjusted 
for eight months into the future. 

It would be an unusual and certainly impractical rate 
determination to include contractual commitments as sales 
volumes under which those rates are determined. 

Now, whatever level of sales is used for the basis of 
that rate determination, you must maintain that level of 
sales in the future in order to recover the fixed cost 
associated with the facilities under which those rates are 
based. 

Now, I said that unless the company is fortunate enough 
to maintain that level of sales in the future upon which 
its rates have been determined, then it does not recover 
the fixed cost from those customers for whom the service, 
for whom the facilities were designed and built necessary 
to realize the cost of service on which its rates were based. 


[722] 
Counsel: Hart 
Witness: Bufkin 


Q. Do you consider Texas Eastern’s ACQ rate just and 
reasonable? 
A. I sure do. 
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Q. And not unduly discriminatory or preferential? 


Presiding Examrver: I don’t think we should go into 
that. I think you realize we are not trying a rate case. 
That is not relevant here, we are not testing those rates. 

Why not ask him if he thinks Columbia Gas System’s 
recent rate increase is reasonable? One is just as much at 
stake as the other here—to wit, neither one is. 

Mr. Harr: Your Honor, one consideration as to whether 
or not a particular rate is a just and reasonable rate is 
whether or not it is fair in relationship to that company’s 
other rates, and if it is not, Section 4(b) of the Natural 


[723] 


Gas Act, Section 4 and parts of Section 5, is thereby vio- 
lated. 

Presiding Examiner: Ask the next question. 

Mr. Hant: The reason I am taking this time, Your 
Honor, is that I am skipping over some of the questions you 
made it pretty apparent you didn’t want to allow. 


Counsel: Hart 
Witness: Bufkin 


Q. Is it correct that the ACQ rate imposes a firm obliga- 
tion upon Texas Eastern to deliver a specified annual vol- 
ume of gas intended for storage injection? 

A. Yes. 

Q. Is it a fact that ACQ gas as well as winter service 
gas based on your premise herein is presumed to be avail- 
able on an offpeak basis due to cutbacks of DCQ, GS and 
SGS customers below the volumes available to them? 

A. It is available on an offpeak basis. 

Q. And on substantially the same conditions that you 
say winter service gas is available. 

A. Winter service gas is available from the 16th day of 
November to the 15th day of April, only. ACQ gas de- 
liveries are made during the summer months, primarily. 
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Q. Is it true that in the months when each schedule is 
available that the storage injection conditions are sub- 
stantially the same as those under the ACQ rate schedule? 

A. That is not true. 

Q. The ACQ gas can be injected in storage year round, 


[724] 

is that so? 

A. It may be. It may be delivered year round. 

Q. And the WS gas can be injected in storage only from 
April 16 through November 15, is that right? 

A. That is not correct. 

Q. Well, then, what is the basic difference in the storage 
injection phase of the winter service rate schedule and of 
the delivery phase of the ACQ rate schedule? 


[726] 


Counsel: Hart 
Witness: Bufkin 


Mr. Harr: One of our theories is, as Texas Eastern full 
knows, is that by comparison with Texas Eastern’s other 
rates, the winter service rate is unduly discriminatory and 
preferential, and in order to show that we have to be al- 
lowed, or if we are to be allowed to show that, we have to 
be allowed to bring out the differences or the lack of basic 
differences between the proposed winter service rate sched- 
ule and between Texas Eastern’s other rate schedules, and 
Your Honor is obviously disinclined to let us do that, and I 
don’t know where we stand in that event. 


[727] 


It seems to me that we are not having the type of pro- 
ceeding here, one that the Commission contemplated, and 
also we are not having the type of proceeding that all of 
Texas Eastern’s, or virtually all of Texas Eastern’s winter 
service customers, as well as Texas Eastern, itself, admitted 
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in the rate conference of April 27, 1960 that we should have 
in this case. 

Now, as I understood Texas Eastern, they were fully in 
support of our having that kind of procedure. 

Presiding Examiner: I am not stopping you. I have 
asked you to show me the relevance of going into these 
questions of ACQ. 

Mr. Harr: Well, that is one of Texas Eastern’s own 
rate schedules. 

Presiding Examrver: I realize that, but the questions 
you have asked have produced nothing that you could 
utilize. 


[733] 
Counsel: Hart 
Witness: Bufkin 


Q. I am talking about in both cases doesn’t Texas East- 
ern have a firm obligation in the one case winter service 
to see to it that enough gas is put into storage in order to 
permit it to render the winter service from that storage 
gas? 

A. Texas Eastern has an obligation to provide 17.5 bil- 
lion feet of gas to WS customers during the winter period. 

Q. But aren’t you assuming, isn’t Texas Eastern’s prem- 
ise that that gas comes from storage? 

A. For cost allocation purposes, yes. 

Q. Aren’t you assuming it in your operation purposes, 
also? 

A. Yes. 

Q. Well, then, you are assuming the gas comes from stor- 
age, isn’t that correct? 

A. I am assuming that the gas for the delivery to the 
winter service customers comes from storage, yes. 


[736] 


Counsel: Hart 
Witness: Bufkin 


Do you consider Texas Hastern’s effective ex-28 rate 
just and reasonable? 

A. Yes, sir. 

Q. And not unduly discriminatory or preferential? 

A. As to whom? 

Q. As to other customers of Texas Eastern. 

A. Yes. 


Mr. Deaxrys: You mean yes, it is not. 
By Mr. Harr: 


Q. Is it true in the cost allocation in Docket G-12706, 
which is one of your pending rate cases, you allocated 
transmission and storage costs to ex-28 service and to the 
then existing peaking service in the same manner as which 
you allocated costs to all services? 


Mr. Deaxrys: I object to that question, Mr. Examiner. 
That case is not in issue here, nor is that service. I would 
have objected to the other had I known it was going to go 
this far, but it is not material in any respect. 

Presiding Examrneg: Sustained. 

Mr. Hart: Your Honor, it is the same basic question, if 
we are supposed to show a comparison, if we are supposed 
to show whether or not the winter service is unduly dis- 
criminatory or preferential, that by its nature—you can’t 
consider that in a vacuum, you have to consider it as 


[737] 


related to another rate schedule of Texas Eastern, and 
in order to intelligently consider that other rate schedule, 
it seems to me you have to have it described, you have to 
know something about it. 
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Presiding Examrver: I heard your question and you had 
your ruling. What you are talking about is not what you 
asked. Why don’t you ask the same question you talk about 
when you argue afterward? 

Mr. Deaxrys: That service incidentally is performed by 
Transcontinental and can’t affect Columbia in any respect. 


By Mr. Harr: 


Q. Will you explain the basic difference between the ex- 
28 service and the winter service? 


Presiding Examiner: Haven’t we already got that on the 
record? 

Mr. Deaxrys: I thought we did have. 

Presiding Examrver: Are the rate schedules of Texas 
Eastern in this case? 

Mr. Deakins: They are not in here. 

Presiding Examiner: Well, they are now, Item D, all of 
the rate schedules are now in evidence. There is no use 
taking time on it. They ought to be in here, and I am sur- 
prised it hasn’t been asked. That is something that could 
be had. In addition, they are the best evidence. 


(Tue Documents REFERRED TO Were Iventirip as ITEM 
D 
[738] 


sy REFERENCE AND IxcorporaTED 1x EvipENce.) 


Mr. Harr: I would like to have incorporated by reference 
Texas Eastern’s rate filings on which those schedules are 
based—— 


Presiding Examiner: I am talking about effective rates. 
We are not taking into this case the record in the other 
case. That is not appropriate under any circumstances. 

Mr. Deaxrxs: I object to the offer. It won’t assist this 
record at all. 

Presiding Examiner: We are talking about effective rate 
schedules they are now operating under. That will im- 
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mediately answer your question as to what the service is. 
You can look at that and look at this and tell exactly what 
the difference is. 


By Mr. Harr: 


Q. If you were to allocate cost to ex-28 service by the 
same procedure you use on Exhibit 11 as to the winter 
service rate proposed herein, would the allocated amount 
be considerably less than the revenue you are now collect- 
ing from Transcontinental under the ex-28 rate? 


Mr. Deaxrys: I object to that question. That is not in 
issue in these proceedings. It is not proper cross examina- 
tion, it is incompetent, irrelevant and immaterial, and for 
the further reason that that service has no possible means 
by which it can affect Columbia or the rates charged to it 
for service 

[739] 


from Texas Eastern. 
Presiding Examiyer: Have you made the study? 
The Wrrness: No, sir, not in this case. 
Presiding Examuvzer: Do you know the answer? 
The Wrrvess: No, sir. 


By Mr. Hazr: 


Q. Is it true that the ex-28 storage service for Transco 
involves deliveries by Texas Eastern to Transco in the 
period from November 16 through April 15? 


Presiding Examiner: The schedules are now in the rec- 
ord, they are the best evidence. In addition to it being 
irrelevant otherwise. 


By Mr. Hazr: 


Q. Will you explain, Mr. Bufkin, why you did not use 
the Transco demand charge in your winter service rate 
schedule? 
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Mr. Deaxrys: I object to that question as immaterial. 
It doesn’t prove any fact in connection with these proceed- 
ings, it is based on an entirely different service which can’t 
affect Columbia. 


Mr. Haz: It affects the overall interrelationship of the 
rate schedules. 
Presiding Examrver: Sustained. 


By Mr. Harr: 


Q. Is it true that Texas Hastern’s SGS rate schedules 
are fixed at a level which is equivalent to what the GS rate 
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would be in each zone at a 50 per cent load factor? 


Presiding Examiner: That is already in evidence. The 
question has been answered, agreed to, and you yourself 
brought it out. In fact, you testified to it and the witness 
agreed with you, and that is the only way it came in evi- 
dence. 

Mr. Harr: Which witness was that? 

Presiding Examryer: I don’t know, but it is in the record. 
You can look it up and see. If it isn’t, you can ask tomorrow. 
I know it is. 

Mr. Hazr: I don’t believe I asked any questions on that. 
Your Honor. 

Presiding Examrer: Well, I would bet you on the side. 


By Mr. Harr: 


Q. Who pays the difference between the SGS rate and 
what it costs Texas Hastern to render the SGS service? 


Presiding Examryer: You don’t need to answer. 

Mr. Deaxrxs: I object to that. There is no showing there 
is any difference, Mr. Examiner. 

Mr. Hazr: Your Honor won’t let me lay the foundation 
for it. 

Presiding Examrver: You haven’t laid a foundation. 
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Mr. Harr: I tried to and you wouldn’t let me. 

Presiding Examrver: I said it was already in evidence. 
I didn’t say you couldn’t ask it. It is repetitious, you 
already know the answer, so why ask it. I didn’t say you 
couldn’t have it on the record. 


[753] 


Counsel: Hart 
Witness: Bufkin 


Q. Well, let’s delete the idea of diversion, then. If you 
were not—you agree, I take it, that you are trying to ded- 
icate Oakford Storage in this case to the extent of 134,000 
Mef peak day deliverability to winter service, is that right? 

A. I believe I so testified. 

Q. If you were not doing that, is it not a fact that you 
would be able to withdraw, on the peak day, 145,000, at 
least 145,000 Mcf for general service? 

A. On a peak day, Mr. Hart, we can withdraw 367,518 
Mef as shown on Mr. Jennings flow diagram, and as re- 
flected on. page 6 of Exhibit 11. 

Q. And therefore if you do not assume that your pro- 
posed winter service has some kind of a first priority on 
Oakford Storage over general service, the line 9 allocation 
in Column B would, would it not, include 145,000 Mef for 
general service. 

A. Mr. Hart, I believe I have stated before this morning 
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that if we did not withdraw 134,036 Mcf of Oakford Storage, 
it then would not be necessary to withdraw 367,518 Mcf in 
total from storage, and based upon the facts and under- 
standing that I have, all that would be required to be with- 
drawn then would be the sum of the two figures, 133,500, 
and 99,982. 

Now, it is obvious to me that if we have the ability to 
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withdraw 367,000, and withdraw less than that, there is 
some deliverability there that is available for some use, and 
we have dedicated it to winter service. 

Q. But isn’t it also a fact that if you would not have to 
withdraw the total 367,000 Mcf from Oakford, that that 
means that you have, at least, spare pipeline capacity west 
of storage? 

A. Not necessarily. 

Q. Well, isn’t it that spare capacity which makes it pos- 
sible for you to withdraw from storage less than 26 per 
cent of the GS requirements? 

A. There is no spare capacity to my knowledge, Mr. 
Hart, west of storage. 

Q. Well, then, you must be saying, or to me then it must 
logically follow that your storage is designed for consider- 
ably more than simply 26 per cent of general service vol- 
umes. 

A. Mr. Hart, I believe Mr. Jennings testified that theo- 
retically 26 per cent of the GS gas on a peak day comes 
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from storage, and he further stated, in response to a ques- 
tion by Mr. Clark, that we attempt to design our system—— 

Q. Where are you reading from? 

A. Transcript 444, and I wasn’t reading, I was combin- 
ing the question and answer, but I will read it. 

‘At line 21, ‘‘And you design your system so as to rely 
on 26 per cent of the GS peak day requirements? 

“‘ Answer: we attempt to do it in that manner as closely 
as possible.’’ 

Now, that to me indicates that the 26 is nothing sacred, 
so to speak—there is nothing sacred about that 26 per cent 
figure. 


° e ° 


[758] 
Counsel: Hart 
Witness: Bufkin 


Q. Did you make the cost allocation on Statement WK 
contained in your rate filing in Docket No. G-18841? 

A. I did. 

Q. Is it a fact that in doing so, you eliminated WS sales 
from the allocation volumes? 

A. I did. 

Q. And do you recollect whether it is a fact that in Col- 
umn E, line 11, Statement IJK, you show withdrawals from 
Oakford storage of 270,000 Mcf per day at 15.025 pressure? 

A. I don’t have a copy of that, Mr. Hart. I can’t verify 
your reference. 

Q. Mr. Nissell will show you a copy of that. Is that a 
copy—do you recognize that as a copy of your Statement 
IJK-3, Mr. Bufkin? 

A. It looks like it, Mr. Hart. 


Q. Can you now answer that question, that last question? 
A. The figure 270,000 appears on Statement IJK-3, line 
11, Column EB, and is entitled ‘‘From Oakford Storage’’, 
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under the supply portion of that exhibit. 

Q. And is it also correct that in line 5 of that same 
column you show deliveries to Transco under rate schedule 
ex-28 of 109,384 Mcf per day? 

A. That figure appears there, yes, sir. 

Q. And will you accept that if we deduct those Transco 
deliveries of 109,000 Mcf from the 270,000 Mcf per day 
total being withdrawn from Oakford that the balance is a 
little more than 160,000 Mef per day? 

A. You subtract 109,384 from 270,000, my arithmetic 
is 160,616. 

Q. Is it true, or do you expect that that rate filing at 
Docket G-18841 was made on or about May 10, 1959? 

A. That is recollection. ; 
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Q. When you made that filing, did you assume that 
these—or was your statement IJK-3 based on the assump- 
tion that these 160,000 Mef per day would be withdrawn 
from Oakford for delivery to customers purchasing from 
Texas Eastern under its regular rate schedules? 

A. I believe that construction might be placed on that. 


Presiding Examiner: What do you mean by regular 
schedules? 

Mr. Harr: GS, SGS, and DCQ customers taking at less 
than a one hundred per cent load factor. 

Presiding Examiner: All right, is that what you mean? 
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The Wrrxess: I believe that construction might be 
placed on that, yes, sir. 


By Mr. Harr: 
Q. What other construction could be placed on it? 


A. This exhibit does not show what use is to be made 
of the 160,661 Mcf. 

Q. When you made it up, wasn’t it based on your under- 
standing of Texas Eastern’s operations? 

A. At the time I made this up, Mr. Hart, I recognized 
that storage was used primarily for GS customers. The 
manner in which this cost allocation was prepared with re- 
spect to the gas withdrawn from storage indicated that 
those costs, or the costs related to storage would be charged 
to the other customers, or customers in Zones B, C and D. 

Q. So then at that time—will you explain, Mr. Bufkin, 
the basis for Texas Eastern’s DCQ and GS filed demand 
rate and filed commodity rate being the same? 


Mr. Deaxmss: Did you say ‘‘filed”’ 

Mr. Harr: Yes, sir. 

The Wrrness: The question is do I know why the stated 
rate level under the GS rate schedules is the same as the 
stated rate level under the DCQ rate schedule? 
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By Mr. Hazr: 


Q. So the record will show no uncertainty, in Zone C for 
GS and DCQ is $3.31 and 26 cents commodity, is that right? 


[761] 

A. That is correct. 

Q. And in Zone D, both DSQ and GS demand rate is 
$4.56, and the commodity rate 26 cents. 

A. That is correct. You said ‘“‘DSQ’’. I am sure you 
meant to say ‘‘DCQ’’, is that correct? 

Q. I meant to say ‘“‘DCQ’’, you are correct. 

What is the theory or the reason why those rates for 
those different rate schedules are the same? 

A. The reason why the rates are the same in those rate 
schedules is because the Federal Power Commission said 
that is the way they should be. 

Q. What docket was that? 

A. I believe that goes back as far as Docket G-1012, 
Mr. Hart. 


Q. Then your currently effective rates were designed 
by you, is that right, on that basis? 

A. They were. 

Q. On what basis do you justify the relationship between 
the general service filed rates and your proposed winter 
service rates? 


Mr. Deaxrs: Could I have that question, please? 

(Question read.) 

The Wrrness: The difference between the relationship 
in what respect, Mr. Hart? 


By Mr. Harr: 
[762] 


Q. Well, the level of the rate charges. 
A. I believe I stated yesterday, Mr. Hart, that I had 
not attempted to make a comparison between the winter 
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service rate proposed herein and the general service rate 
because I thought you were comparing apples and oranges, 
and I don’t think that is practical. 


Counsel: Hart 
Witness: Bufkin 


Q. And your basis for that is your premise that the 
services are different, is that right? 

A. They are certainly different. 

Q. And that is the basis for your not making any com- 
parison, is that right, on the rates? 

A. Yes, sir. 

Q. Well, how do you know that the difference in rates 
is properly related to the difference in services? 

A. Mr. Hart, the comparison you are asking me to make, 
as I interpret your questions, and maybe I misinterpret 
them, is when you say ‘‘rates’’, I assume you meant rates 
and rate schedules, terms and conditions—at least that is 
what my answer went to. 

Q. No, I was talking about the charges to the customers. 

A. Well, then, my answer is that the services are dif- 
ferent. 


[765] 


Counsel: Hart 
Witness: Bufkin 


Q. And does the same do—does the same statement also 
apply to the differences between the DCQ service and the 
WS service? 

A. I have tried to make no comparison between the 
service available under the DCQ rate schedule and the 
service available under the WS rate schedule. I proposed 
a winter service rate based upon the facts that were pre- 
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sented here, and that rate when applied to the volumes 
of gas to be sold under the winter service rate schedule 
will recover the cost related thereto, and I don’t see it is 
necessary to make a comparison between that and some- 
thing else. 

Q. Well, does the same statement apply to the comparison 
between the SGS service and the WS service? 

A. Yes, sir. 

Q. And between the ACQ service and the WS service? 

A. Yes, sir. 

[766] 


Q. And between the ex-28 service and the WS service? 
A. Yes, sir. 


Presiding Examiner: Could I ask one thing about that? 
There is a little ambiguity. 

This is a summation question, as I understand it, but 
I want to know if in carrying through you are still talking 
about whether you made a study of comparison? In other 


words, what do you mean by “‘comparison’’? 

The Wrrness: I assumed that that was implicit in his 
question, Mr. Examiner. 

Presiding Examiner: That is what I wondered if he 
meant. 

Mr. Harr: That is correct. 


Counsel: Hart 
Witness: Bufkin 


Q. What is the highest level at which the WS rate could 
be set in-your opinion and still have this service fairly 
characterized as economically feasible? 

A. I don’t believe your assumptions jive, Mr. Hart. If 
the rate is higher than we have proposed here, it seems 
to me that it would recover more than the cost, and if 
economic feasibility is apparent at 68.3 cents, it must there- 
fore be apparent at any higher rate. 
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Counsel: Lewnes 
Witness: Bufkin 
Q. In other words, the higher the WS rate the more 
economically feasible it is? 
A. The more costs it recovers. 


* * ° 


[773] 


Q. In so allocating the five million for Oakford, or prior 
to allocating the five million for Oakford, did you consult 
with anyone in the operating division of Texas Hastern, 
that is as to what the actual operating estimates were to 
be for withdrawals from Oakford? 

A. No, sir. You are relating it to the year 1962? 

Q. Yes, I am. 

A. No, sir, I did not. 


Counsel: Lewnes 
Witness: Bufkin 


Presiding Examiner: On that last question, it seems to 
me you might go one step further. Do you know of any 
operating basis other than this? 


[774] 


The Witness: Well, sir, this is a representation of what 
the total top storage capacity at Oakford Storage is, and 
I have dedicated there, through the determination of the 
allocation factors on page 6, 5 billion feet of that to WS 
service. It does not necessarily mean that in the year 
1962, Texas Eastern—that it will be necessary for Texas 
Eastern to withdraw the fall 30 billion feet. 


[786] 
Counsel: Hart 
Witness: Goodrich 


Q. Can you relate, briefly, the background against which 
Texas Eastern decided to seek to inaugurate it? 


[787] 


A. I think so. 

In talking with the customers of Texas Eastern over a 
period of years, it became apparent that there was a 
tremendous amount of growth potential in our market area, 
but not at the load factors or services which we then had 
existing, the market being residential house heating which 
required a lower or different type of load factor than the 
services offered by Texas Eastern at that time. 

Coincident with that, as our system expanded, because 
of the ability or because of the permission in the rate 
schedules for cutbacks by certain classes of customers, we 
continually found ourselves with excess gas on our hands 
during the summer seasons. This gas frequently we could 
find no place to sell. It backed up through the pipeline 
to the suppliers, and frequently we were in a position of 
having to pay for gas which we could not physically take 
into the system or dispose of. 

The combination of those two circumstances led us to con- 
sider how we might put those two pieces together, and pro- 
vide a service that would meet the needs and requirements 
of the market, but there was a more important incentive 
than either of those as far as the decision of Texas Eastern 
was concerned, and that was that discussion which Mr. 
Bufkin gave a little earlier relating to the rules under 
which natural gas pipeline companies operate. Those rules 
are yardsticks 
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or procedures laid down by the Federal Power Commis- 
sion. One of the those guideposts seemed to be the Sea- 
board decision in which certain fixed charges are assigned 
to commodity classification. 

Mr. Bufkin pointed out, in order to recover the return 
or profits—we prefer to call them profits—that are per- 
mitted under the rate schedule we have to sell all of the 
gas estimated. 

As pointed out a moment ago, having excess gas on our 
system from time to time with no market we could not 
therefore recover those portions of fixed charges because 
the gas was not disposed of. 

By taking this surplus gas and putting it into a rate 
schedule or service which assured Texas Eastern of a mar- 
ket for some of that gas, we firmed up the return to Texas 
Eastern, and on an assured basis. 

J think those are the major considerations, Mr. Hart. 

Q. You referred to one of the reasons Mr. Bufkin also 
gave yesterday in support of his using the commodity rate 
here to price winter service gas in storage. 

Are you aware that or do you agree that the Texas 
Eastern’s filed rates are based—filed and effective rates 
are based on a particular 12-month period in which the 
estimated revenues are predicated upon estimated sales? 
Do you agree with that? 

A. I don’t think I agree with that. Are you talking 


[789] 


about the G-18441 rates? 
Q. Well, that specifically, but all filed rates. 
A. Those are the only ones we are collecting right now. 
Q. I mean the principle applies there as it does generally? 
A. Well, those rates were based upon a historical period, 
with certain adjustments, looking forward eight months, 
or whatever the period of time was. 
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From that, my question was, therefore does it follow 
that those rates were not and are not necessary in order to 
permit Texas Eastern to compete with Transcontinental 
and Tennessee Gas Transmission Company in the Philadel- 
phia, New York and Northeast area of this country. 

Presiding Examrxer: Well, it sounds like an independent 
question to me, but you can go ahead. 

Mr. Deaxrys: I don’t see how the question can mean 
anything, because the witness has testified they were de- 
signed or calculated rates. I don’t see how they can be 
competitive rates. If he can answer, it is all right with me. 

Presiding Examiner: Go ahead. 

The Wrryess: As one of the considerations—I am going 
to try to rephrase the question.as I answer—one of the 
considerations as to the level of this rate was not the com- 
petitive situation between Transcontinental and Texas 
Eastern in the area described. 

In the first place, Transcontinental does not offer this 
type of service, and Tennessee does not compete directly 
with Texas Eastern in most of the area described. 


[796] 


Q. This rate is not based in part on the necessity for 
Texas Eastern to compete with Tennessee and Transco, is 
that your position? 


A. That is my position. 


Q. At what point—you have given us the background, gen- 
erally, of the attempt to inaugurate this service. Can you 
tell me at what point in that sequence Texas Eastern con- 
tacted 
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its WS customers, or the WS customers to see whether 
they would want the service? 

A. You mean when did we offer the service to the cus- 
tomers? 

Q. Well, no, before that. Is it true that before you 
formally offered the service to them, you made contact 
with them individually? 

A. That is right. 

Q. And when was that done? 

A. Those contacts were made, I think, in the last half of 
1957, or maybe earlier than that. Anyhow it was some- 
where in the fall of 1957. Contacts were made with all cus- 
tomers in connection with acquiring or obtaining of market 
information, and it was from that study and from that in- 
formation that this particular program and type of serv- 
ice was developed. 

Q. Well, in those preliminary contacts, did you indicate 
to the respective winter service customers the approximate 
range of the winter service rate? 

A. No, sir, because we did not even know what the con- 
ception of the winter service program was. What we 
were obtaining was information to see whether or not 
we could then devise a program which would fit the market 
needs. 

Q. Well, in general, what was their reaction? 

A. We didn’t offer anything. All we asked was for 
information. We asked what are your estimates of your 


load 
[798] 


growth—what are your estimates of your peaks. We didn’t 
have anything to sell. We were there asking for informa- 
tion. 

Q. Oh, in other words, you did not ask if they would be 
interested in this service if it were rendered? 

A. No. 

Q. And then when did Texas Bastern formally offer this 
service to its customers? 
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A. It is my recollection it was about the middle of 1958 
at a meeting here in Washington. 

Q. May I refresh your recollection? Was that the meet- 
ing held in Texas Hastern’s Washington office on or about 
April 14, 1958? 

A. I don’t recall the exact date. 

Q. And did you then offer this service at a specific rate? 

A. I think we offered the service, or offered to consider 
tendering this service. We had a proposed rate, tariff con- 
ditions and type of service with us, and description of a 
proposed rate based on the estimates which were available 
to us at that time, and sought the interest of the parties 
in this kind of service. 

e es * 

[812] 
Counsel: Hart 
Witness: Goodrich 


Q. Is it your position here, would you still support winter 
service in this case if it could be rendered only by virtue 
of the fact that it was in part subsidized by other customers 
of Texas Eastern? 

A. I have no idea upon that, because we think that this 
winter service recovers its full cost. 


[813] 
Counsel: Hart 


Witness: Goodrich 


The Witness: Yes, sir, under all those assumptions, if 
the service is not being performed there is not any cost 
incurred, except the fixed charges on the plant, so that is 
really all we are talking about, so somebody has got to 
pay those fixed charges—they are either going to come out 
of Texas Eastern, or its other customers. 
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[816] 
Counsel: Hart 


Witness: Goodrich 


Q. Who would in the Texas Eastern organization know 
the approximate date when Texas Hastern plans such filing? 

A. I don’t think anyone, because we are not doing any 
work or planning on such: 

Q. Do you know whether you hope to have it effective 
this coming fall? 

A. What effective? 

Q. The proposed expansion certificated. 

A. If I don’t know when we are going to file it, I cer- 
tainly couldn’t answer that question. 

Q. Well, I don’t know as that follows. You don’t know— 


[817] 


to your knowledge it is not a fact that Texas Eastern plans 
to try to get a certificate for a general expansion this com- 
ing fall, to be effective this coming fall? 

A. To my knowledge, Texas Eastern is not planning to 
make a filing for a general expansion to get a certificate 
for this fall. 

Q. What do you mean by general expansion? 

A. Well, I was answering your question. What did you 
mean? 

Q. Well, Mr. Jay J. Ball, I believed, used that term and 
he was speaking, I believe, in terms of 16 million Mef an- 
nually. 

A. I don’t know, I am answering your question. 

Q. Well, would you consider that a general expansion? 

A. I don’t know in what context it is or anything else. 
If you will refer me to the record, I will be glad to read his 
testimony. 

Q. I was trying to avoid taking that time. 

At transcript 191, Mr. Goodrich, lines 20 and on, Mr. 
Jay J. Ball said in connection with this next certificate 
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application by Texas Eastern that there might be as many 
as 15 customers, and on line 25 the approximate range of 
the annual volumes involved was 16 million Mef, and then 
continuing over to 192, he said at line 3 that the approxi- 
mate maximum daily volumes involved were 50,000 Mef. 


[818] 


Do you mean you don’t know anything about that? 
A. Well, this is not what I term a general expansion. 


Mr. Deaxrys: That was W. E. Ball, too, Mr. Hart, in- 
stead of Jay J. Ball. 

The Wrrness: Now, if you ask about this particular 
project, I would be glad to answer some questions about it. 


Counsel: Hart 
Witness: Goodrich 


Q. Yes, I am asking about that particular project. Do 
you know when Texas Eastern plans to file an application 
for it? 

A. No, sir, I don’t know precisely, but we hope to file 
it in the near future. 

Q. Do you know whether any storage facilities are in- 
volved? 

A. Yes, sir, I know—there are not any storage facilities. 

Q. Tell me how much and where. 

A. There are not any storage facilities involved. 

Q. Oh, there are not any. What kind of load is it? 

A. DCQ type load. 

Q. All of it? 

A. My recollection is that the majority of this is—90 
per cent, in the order of 90 per cent of the volume. 

Q. Could you tell me—are there any relatively few cus- 
tomers who take a relatively large amount of it? 
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[819] 

A. Yes. 

Q. Could you name those, please? 

A. Well, I don’t recall the names of all of them, but they 
are customers for whom Texas Eastern is the sole supplier 
who will take the majority of the gas. 

Q. Would those sales be at a 100 per cent load factor? 

A. I couldn’t answer that. They will be sold under the 
DCQ tariff. 

Q. Will there be pipeline transmission construction re- 
quired? 

A. Yes, sir. 

Q. Tell me the approximate amount. 

A. I don’t know the approximate amount. It is in the 
order of 15 million dollars, or something like that. 

Q. Could you tell me the approximate area? 

A. It will be west of Station 21-A—west and south. 

Q. All of it would be west and south? 

A. I don’t remember. 

Q. Well, substantially all of it? 

A. The majority of it I would say is, although I think 
there is some east of that location, too. 

Q. Would such construction be necessary if the winter 
service would not be certificated? 

A. Yes, sir, most of it—maybe all of it. 

Q. All of it? 

[820] 


A. I am talking about west of storage. 

Q. Do you have any other what you call general—that 
is larger expansion programs in mind for the period be- 
yond this? 

A. I wish I could answer yes to that, Mr. Hart, but I 
do not. 


[844] 
Counsel: Clark 
Witness: Quinby 


Q. Would Brooklyn Union have a market for WS gas if 
it is certificated at a price higher than 68.3 cents? 

A. Of course, all things are relative. Perhaps I can give 
you the answer you want to say in buying this WS gas we 
are buying it having in mind what alternative is there to 
buying WS gas. If this gas is priced higher than that 
alternative, then we wouldn’t buy it. 

Now, the alternative I have in mind is not peak shaving 
gas such as Mr. Cameron was testifying to, but storage gas. 
If we don’t get this WS gas, then we will go after storage 
gas some other way. We are satisfied that storage gas can 
be supplied at a cost not greater than Texas Eastern has 
priced this at. ; 


Mr. CuarK: Could I have that answer read back, please? 
(Answer read.) 


The Wrrwess: I am not sure that I completely answered 
your question. What I was trying to imply was that if the 
price were up a penny or two, we aren’t going to—we can’t 
figure that close, but if you are talking about putting it up 
ten cents, twenty cents, on up to $1.16, then what I am talk- 
ing about would govern, and we wouldn’t buy it. 


By Mr. Cuarx: 


Q. When you say what you are talking about—my under- 
standing was that you believe that there will be 68-cent 


storage 
[845] 


gas available. I may have misinterpreted. 
A. Approximately in that range. 
Q. And that therefore at any price—— 
A. Substantially above, we wouldn’t. 
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Q. Do I understand your testimony that you are not able 
at this time to set an upper limit? 

A. We have made no study as to an upper limit, but I 
think I said just a moment ago if you are talking 10, 15 or 
20 cents, we probably wouldn’t. We certainly would have 
to take an awful hard look at it, and whether we would 
want it in the same amount, or some lesser amount, or none, 
it is a little difficult to say. 

We can put the job on a computer and grind out another 
answer, but we haven’t figured out all the alternatives, and 
as I say, we feel that this gas is properly priced and if we 
can’t buy it at that price, we should be able to develop our 
own storage or contract otherwise for storage service. 


[848] 


Counsel: Clark 
Witness: Thomas 


Q. If the Commission were to determine that the pro- 
posed winter service should be certificated but only on the 
condition that Texas Eastern charge a rate equivalent to 
$1.10 per Mef, would Brooklyn Union enter into a service 
agreement with Texas Eastern—excuse me, would Con- 
solidated Edison enter into a service agreement with Texas 
Eastern to purchase the same maximum daily and annual 
volumes which Texas Eastern proposes to sell to them 
herein? 


Mr. Sxuxvxer: Mr. Examiner, I heard him make the 
_ change with Mr. Quinby on that, and I am going to object 
to that question because I feel it is completely contrary to 
the proposal here under consideration. This witness is a 
market witness. The purport of his testimony is that he 
needs the gas, and that he is willing to buy it at the price 
and under the terms and conditions it is being offered by 
Texas Eastern. 3 


[849] 


Now, you could have a multitude of different permuta- 
tions and combinations of changes in the Texas Eastern 
rate schedule, not only price, but number of days use and 
percent of use on any particular day, and I don’t feel that 
any question relating to what might possibly happen is 
properly directed to this market witness, and if he is con- 
sidering it as a rate case, certainly what the market will 
bear has never been a Commission standard of a proper 
rate. 

Presiding Examiner: Do you know the answer? 

The Wiryess: No, sir, I have not studied it at all. 

Presiding Examryer: He doesn’t know the answer, he 
hasn’t studied it. 


By Mr. Cuarx: 


Q. I was also wondering whether, as a market witness, 
you would know—to borrow a phrase from Mr. Goodrich 
of Texas Eastern—if you would have a market for this gas 
if the price on WS service were in the neighborhood of 85 
cents per Mcf? 


Presiding Examiner: The same answer, is that right? 
The Witness: Yes, sir. 


[853] 
Counsel: Clark 
Witness: Thomas 


Q. For clarification, Texas Eastern is not presently per- 
manently certificated to meet any of Consolidated Edison’s 
requirements? 

A. That is correct. We are in this case to take this 
temporary service which we have had three years, so we 
can retire some of these highly expensive plants. We want 
that converted into permanent service so we can do that, 
and that is the whole point of our case. 
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[884] 
Counsel: Clark 
Witness: Parlette 


Q. Texas-Eastern is not a permanently certificated sup- 
plier of Long Island Lighting? 
A. Not at this time. 


[885] 
Counsel: Clark 
Witness: Parlette 


Q. Will Long Island Lighting have a market for winter 
service gas if it is certificated at a price higher than 85 
cents? 


Mr. Barrerr: I am not going to object. I would like to 


know what he means by a market for the gas. 

Mr. Cuarx: That question was asked of Mr. Goodrich on 
cross examination, who said that if the Commission should 
decide that the rates for the WS service should be as high 
as has been asked, he would have to go to the customers 
to find out whether they had a market for this gas before 
he could say. 

Mr. Barrett: I think that you are a little bit confused 
in terminology. As to whether or not Texas-Hastern has a 
market for the gas does not necessarily reflect whether or 
not the distribution companies will have a market for this 
particular gas at this particular price. Is that the import. 
of your question? : 

Mr. Crarx: I wanted to know if they had a requirement 
for it. 

Mr. Barrerr: Go ahead. You mean, will we buy it at: 
that price? 


Mr. Cuark: Generally. 


[886] 


Mr. Barrett: I wanted to be sure. 

Presiding Examrver: Which do you mean now—do you 
mean will this company buy it at 85 cents? 

Mr. Cuarx: Yes, sir. 

Presiding Examiner: Do you know? 

The Wirness: Did you say 85 cents? 

Presiding Examiner: That is what he said. 

The Wiryess: Did I understand it was 85 cents? 


By Mr. Crarx: 


Q. I said at a price higher than 85 cents. 

A. Let me put it this way, I gravely doubt that we 
would—very seriously so, because I think that we have 
other means and other ways of supplying the same quan- 
tity of gas or will have it made available to us, and under 
that kind of a price it is very doubtful that we would. 


[889] 
Counsel: Clark 
Witness: Stmes 


Q. On page 4 of your direct testimony, Mr. Simes, at 
the bottom of the page, and it goes on to page 5, you speak 
of the most economic combination for the year 1960, and you 
feel that the most economic combination for 1960 will be 
328,095 Mef of winter service gas and 99,030 Mcf of com- 
pany-owned manufactured gas. 

Can you tell me what value you place upon those two 
volumes—each of those two volumes—in determining that 
that would be the most economic combination? 


Mr. Scurerer: You mean in costs? 

Mr. Cuark: Yes. 

The Wrrness: In the case of Texas-Hastern WS, winter 
storage gas, we priced that out based on the demand com- 
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modity, in and out charges of the tariff, of the proposed tar- 
iff, On the manufactured gas, which is a combination of PL 
air and high Btu oil gas, we used a figure of, I believe, it 
averaged 


[890] 
out between the two somewhere around $80. 


By Mr. CuakK: 


Q. That would be the incremental cost of the manufac- 
tured gas? 
A. That is correct. 


Q. Was the same cost used for the subsequent years re- 
ferred to on page 5 with respect to determining the most 
economic combinations for New Jersey Natural? 

A. I used the same figures for the winter storage gas, 
but I projected some slight increases in the cost of the 
manufactured gas, simply because of the normal labor com- 
ponent and the normal material component. 

Q. Is it correct to state that it is your conclusion as to 
the most economic combination that it would change if the 
rate at which the winter service gas is offered upon certifi- 
cation is higher than the rate proposed in these proceedings? 

A. May I have that question again? 


Presiding Examryers Read it, please. 


(The question, as recorded, was read by the reporter.) 


The Witness: There is no question that the combination 
of these types of gas would change, or the economics of the 
combination would change. There is no question about that. 


[920] 
Counsel: Clark 


Witness: Long 


Q. Will the Philadelphia Electric Company need WS 
gas if it is certificated at a price higher than 85 cents? 


Mr. Suuurvan: What do you mean by need, Mr. Clark? 
Buy it or want it or what? 

Mr. Crank: Will they need winter service gas to meet 
their requirements if the average rate therefor is higher 
than 85 cents? 

Mr. Suturvan: Mr. Examiner, Iam sorry. I don’t mean 
to be technical, but I have got to object to the use of the 
word ‘‘need.’? We will need gas perhaps to mect our 
requirements but whether we will need winter service I 
don’t think is clear. If you will ask it, Will we buy it 
at 85 cents? I will sit down. 


By Mr. Cuark: 
[921] 


Q. Will you buy it at a price higher than 85 cents? 
A. No. 


* * * 


[926] 


Counsel: Hart 
Witness: Croll 


(for the Philadelphia Gas Works Division of The United 
Gas Improvement Company) 


Q. Did you purchase winter service gas from Texas- 
Eastern last winter under 

A. We have been purchasing for the last two winters in 
the amount of 7,500 a day. 

Q. 7,500 Mef a day? 

A. That is correct. 


926 


Q. At what rate? 
A. Well, the winter before last—— 


Q. Well—all right. Excuse me. Go on. 

A. The winter before last, by taking the full amount, 
it averaged out to about 66.3 cents. This past winter we 
were finally offered a price of 75 cents which we made a 
few passes at to see whether it would be justified. We 
found it was very marginal. ‘We went back to Texas- 
Eastern and told them about it, and finally there was some 
change made in the period to bring this, making this a little 
more attractive to us. It was still marginal at that point, 
but we decided since it was only a one-year supply, we 
would take a gamble maybe it would be a cold winter and 
we would sign up for it, which 


[927] 


we did. It turned out to be a cold March and we came 
through very nicely. 

Q. Do you know— 

A. On normal temperatures it looked like a bad proposi- 
tion at the 75 cents. 

Q. Well, did that average rate, then, work out to be 75 
cents? 

A. It got a little lower than that. 

Q. Do you know what it was, approximately? 

A. Around 69 cents, I believe. 69 or 70 cents. I forget 
exactly what it was. 

Q. Is that partly—is that partly because of the fact that 
Philadelphia gas exercised the storage option? 

A. That is correct. 

Q. Up to the maximum thirty per cent? 

A. Up to the maximum of thirty per cent. 

Q. Is that what—are there any other reasons which made 
that reduction or is that the full reason? 

‘A. Well, the fact that the demand cost didn’t cover a 
full year’s period also helped. 

Q. Well, I understand you to say now, since that was a 
one-shot deal more or less—— 
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A. We weren’t signing up for anything longer than a 
year. We took a gamble that year. 
Q. Well, would you still want this winter service gas 


[928] 


for which you are applying, which you are requesting in 
this proceeding, if the rate were increased over the rate 
Texas Eastern proposes for it? 

A. Well, I know at 75 cents it worked out to be very 
marginal. Anything above the 68 cents which we have 
studied here, we studied this thing several times, first the 
66.3 and we also studied it at the 68 cent price. Anything 
above that we would have to restudy, and I am sure because 
of the marginal nature of the thing, it will have to be a 
management decision. We will have to review it. 

Q. Around 75 cents would be marginal. Would you say 
85 cents would be definitely out? 

A. Definitely out. 


[1007] 


Counsel: Hart 
Witness: Rutherford 
(For the Worcester Gas Light Company) 


Q. Are you aware that the 8814 cent Algonquin WS 
rate—I am sorry, that the 8714 cent Algonquin WS rate to 
which you refer at the bottom of page 3 of Exhibit 127, 
which is your prepared testimony, is proposed at 89.5 
cents? 

A. I just so testified. 

Q. Would yon still desire this winter service if it were 
priced at 97 cents? 

A. Idoubt it. We would have to review the whole opera- 
tion, but one of the reasons we have reduced our quan- 
tities here is by the price going from 8714 to 89%. 
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Counsel: Skinner 
Witness: Curry 


Q. In your testimony, and in preparing your exhibits, 
did you proceed upon the assumption that this capacity 
would be available during off-peak periods for the move- 
ment of both the ACQ and WS gas? 

A. Yes. 

Q. And therefore to the extent that the 26 cents contains 
certain fixed costs, the other customers of Texas Eastern 
will benefit from the imputation of that cost and this util- 
ization of facilities during off-peak periods, is that right? 

‘A. I believe it should follow, there would be greater sales 
at the 26-cent rate, or at the 26-cent assigned cost, so every- 
one should benefit, yes. 

Q. Now, is it your position that everyone should benefit 
even more than they are going—than they would benefit 
from the 26-cent cost? 

A. Yes, to the extent that capacity is used in the summer 


[1158] 


to bring this gas to storage, bring it from the producing 
field to the storage fields, absent the new facilities that are 
directly constructed for that. 

Q. So this movement of gas cannot under any circum- 
stances be considered to be a burden on the other customers, 
and your position is a matter of degree as to the amount of 
benefit, or if it were very large perhaps even windfall, that 
might be received by the other customers, is that correct? 

A. May I have the question read back, please? 


(Question read.) 


The Wrrvess: Yes. Idon’t know as I would characterize 
it as a windfall. I think the customers are entitled to share 
in any benefits that come to the system by an additional sale. 
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Presiding Examrver: I want to break that up. There are 
two parts to that. 

The first is that you agree that utilization of these facil- 
ities in the summer months does not produce a burden on 
other customers. That is the first part of his question. 

The Wrirness: Yes. 

Presiding Examrxer: And now, your answer as already 
given was agreeing in effect, though you don’t necessarily 
use the word “‘windfall’”’, that the other customers should 
benefit from the utilization of these other customers in the 
summer time? 

The Wrrness: That is right. 


sd ° e 


[1160] 


Counsel: Skinner 
Witness: Curry 


Q. That is correct, if the price becomes so high, perhaps 
as an incorrect imputation of cost of gas into storage, that 
it defeats the service and this capacity is not utilized, then 
the other customers of Texas Eastern will lose the benefit 
of the service, is that correct? 

A. That would be correct. 


Presiding Examryen: All right. Now, you—well, you 
can go into the matter of benefit later. I think it follows 
from three steps that the witness has gone into it, one being 
that the 26 cents includes already some payment for fixed 
costs under the assumption of the application, at least to 
some degree, of the Seaboard formula in the formulation 
of that rate, isn’t that correct? 


The Witness: I would assume at least to some degree. 


[1161] 


Presiding Examiner: Therefore, there was some benefit 
to the customers in that there was a sharing of fixed costs. 
Go ahead, sir. 
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By Mr. Sxrvnvez: 


Q. Turning to the question of comparison of this move- 
ment of gas from the producing fields to the storage, as 
compared to the ACQ service with respect to which you 
have testified, did you place any significance on the fact 
that the ACQ gas may be put into storage and the WS 
gas may be put into storage? 

A. Yes. I believe that that is a significant factor, that 
both services are gas being put into storage. 

Q. Do you feel that in fixing rates or imputing prices 
that the ultimate destination of the gas, the ultimate use 
of the gas, or the type of facilities used, should be taken 
into consideration? 


[1172] 
Counsel: Caskin 
Witness: Curry 


Mr. Caszrx: Volume 7. It is the testimony of Mr. Baxter 
Goodrich, of Texas Eastern. He said, ‘‘As pointed out 
a moment ago having excess gas jn our system from time 
to time with no market, we could not therefore recover 
those portions of fixed charges because the gas was not 
disposed of. By taking the surplus gas and putting it into 
2 rate schedule or service which assured Texas astern of 
a market for some of that gas we firmed up the return to 
Texas Eastern, and on an assured basis.”’ 

Having in mind that, wouldn’t it seem pretty logical that 
that gas which would become available under the assump- 
tions I gave you would be sold at the interruptible rate? 


e ° e 


[1173] 
Counsel: Caskin 
Witness: Curry 


The Witness: I assume they would endeavor to get rev- 
enue from that excess gas one way or another, yes. 


By Mr. Casxin: 


Q. And undoubtedly it would be under the interruptible 
rate schedule, would it not? 

A. Well, I don’t know. If all the other rate schedules 
were such that customers didn’t want the gas under them, 
I suppose it would come under the ‘‘I’’ schedule. 

Q. The nature of this gas is its availability for injection 
into storage in the off-peak period, is it not? 

A. But they might sell it under an ACQ to somebody. 


[1176] 
Counsel: Caskin 


Witness: Curry 
Q. Directing you to page 5 of your Exhibit 135, line 8, 


[1177] 


you show a cost of Leidy gas based on 90 percent of 100 
percent load factor under the DCQ rate in Zone D of. 36.9 
cents. 

Now, is it not true that of that amount the commodity 
component of that cost is 26 cents? 

A. Of the DCQ-D rate? 

Q. Yes. 

A. Yes. 

Q. Not to lead you through the mathematics of simple 
subtraction, but taking that 26-cent cost for the commodity 
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component, subtracting it from the 36.9-cent rate, don’t 
you come up with a demand component of 10.9 cents? 

A. You would if you made a subtraction that way, yes. 

Q. But you do recognize that in that cost of Leidy gas 
there is a commodity cost of 26 cents? 

A. No, not under our interpretation of the ACQ formula 
for determining a rate. 

Q. But this is based on the DCQ rate, it is not? 

A. Yes, but so is the ACQ rate in Zone C based upon 
the DCQ rate in that zone. 

Q. Well, does this mean that, as shown on line 8, column 
6 of page 5 of Exhibit 135, that you are saying that 23.4 
cents is the commodity component of the ACQ rate? 

A. Of what would be the ACQ rate in Zone D if there 
were one? 

Q. Then, as you have shown the demand component is 
13.5 


[1178] 


cents? 

A. Yes. 

Q. Well, then, that 13.5 cents is 90 per cent of the demand 
component of the ACQ rate—of the DCQ rate? 

A. At one hundred per cent load factor, yes. 

Q. Well, then on page 2, line 13, shouldn’t you credit 90 
per cent of that in column 4, Mr. Curry? 

‘A. I don’t understand your question, Mr. Caskin. 

Q. Well, are you charging the demand charge for six 
months on the ACQ rate under your theory? 

A. No. I am charging 90 per cent of the full demand 
charge which presumably would cover the annual volume. 

.Q. How many months charge is that equivalent to? 

A. I don’t believe there is any time limit under the ACQ. 
It is just an annual volume to be delivered—I believe there 
is a contract year begins January 1 and ends December 31, 
so that contract volume can be delivered at any time during 
that year, and then the demand charge, which is 90 per cent 
of the 100 per cent load factor demand charge covers that 
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entire period January 1 to December 31, I would take it, 
although the service is not rendered every day during that 
period, of course. 

Q. Can’t you express the demand charge and the com- 
modity charge at the ACQ rate level differently than you 
have done here? 

[1179] 


A. You mean on page 4? 

Q. On page 5. 

A. Or, on page 5, rather. No, I do not believe so. 

Q. Why do you limit the credit to the existing facilities, 
to the exclusion of the additional facilities noted on page 2? 


Mr. Deakins: May I hear that question again? 
(Question read.) 


By Mr. Casxrn: 


Q. In other words, why do you limit your credit to the 


existing facilities? 

A. A portion of the existing facilities cost has been 
allocated to this service, and the ACQ-C rate, what we 
have used in Zone D covers delivery to any point in Zone 
D for that purpose, that is why I have credited the exist- 
ing facilities. I think the existing—I think the additional 
facilities should all be charged to this service. 

Q. Referring you to page 3 of that same Exhibit 135, 
why did you exclude the cost of existing facilities, which 
you have shown on page 2 of the same exhibit? 

A. On page 3, I am trying to obtain just the cost of 
storage, no transportation in here, and for the purposes 
of the customers that take the 30 per cent storage option 
presumably they have already paid for delivery to the 
storage fields, under their regular firm rate schedule. So 
that I 


[1180] 


could not charge it to them again on page 3, here. 

Q. Mr. Curry, is it not true that if a WS purchaser 
doesn’t exercise the storage option under your WS rate, 
the average price would be 74.6 cents, the average rate? 

A. At the present sales of 17.5 million, yes. 

Q. Well, this is perhaps similar to a question I asked 
you this morning. Shouldn’t that be reflected as the price 
in lieu of the 76 cents which you are recommending be 
inserted in Section 6.1(a) and 6.2 of Exhibit 10? 

A. I believe the 76 cents should be charged. 

Q. Well—have you not indicated that by virtue of your 
proposed rate that the 74.6 cent is the average rate assum- 
ing full usage of the winter service proposed? 

A. Well, we don’t have full use of the winter service, that 
is, there is still some part of it not yet sold in 1962, if I 
understand these exhibits. 

Q. Well—— 

A. To make it clear, out of the 20,042,100, there are sales 


of 17 million 5, and a storage of 1 million 3, and there is 
still some more gas to be sold. 

Q. Isn’t that—aren’t those the sales volumes proposed, 
the 17-million-odd? 

A. Well, they are estimates now of what the sales will 
be in 1962, yes. 

Q. Aren’t they— 


[1181] 
A. They may be more, may be less. 


[1185] 
Counsel: Duff 
Witness: Curry 


Q. Can you tell us what causes the vacation of pipeline 
capacity which makes possible the rendition of the winter 
service? 
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A. No, I couldn’t answer that, I don’t believe. 

Q. Isn’t it partly through the—through those customers 
of Texas Eastern who do not take purchased gas from 
Texas Eastern at high load factor? 

A. I suppose there is some of that, yes, perhaps cutbacks 
in the contract demand by the contract demand customers, 
maybe capacity in the pipeline system more than design 
capacity, or, I mean, it may be possible to get the gas the 
gas through there. I don’t know. what the reason would be. 


[1188] 
Counsel: Hart 
Witness: Curry 


Will you please explain what criteria you have used to 
determine whether the initial rate which you recommend 
is proper? 

A. May I have that question read back? I missed part 
of it. 


(Question read.) 


The Witness: Well, I believe that the rates recover the 
cost of service that I think should be assigned to this serv- 
ice. I don’t think it imposes any burden upon the other 
customers, and I think that the rate is within the range of 
what would be the value of service to the customers who 
would want to buy this service. 

I think those three things I used. 


By Mr. Harr: 


Q. Recovers the costs without burden on other customers, 
and is within reasonable range of the value of service? 

A. Yes. 

Q. In arriving at firm conclusions on those three points, 
did you make any studies of your own or did you simply 
accept the direct testimony of Texas Eastern’s witnesses? 


137 


1188 


A. The only studies I made was to check the cost alloca- 
tions made by Texas Hastern’s witnesses, to look at the 
overall cost of service as estimated for the year 1962, and 
to discard such parts of that cost allocation as I felt 


[1189] 


did not fall in my concept of what the rate should be, and 
substitute for what I discarded what various things that 
I had. But there was no field investigation made of these 
costs, nothing like that. 

Q. In other words, you just accepted Texas Eastern’s 
premises, one, as to whether the service could be actually 
rendered, and, two, as to whether it could be rendered in 
the way they stated they propose to render it? 

A. I believe that is correct, Mr. Hart. As I say, I re- 
quested the costs, but I did not go behind the figures. 

Q. Do you believe that a just and reasonable and not 
unduly discriminatory or preferential rate can be deter- 
mined in a rate or certificate proceeding without con- 


sideration of the company’s systemwide cost of service and 
a proper allocation to each particular class of service. 

‘A. I believe the precise level of the proper rate couldn’t 
be determined, unless we had the actual system cost of 
service. 


On the allocations, I don’t believe it is necessary to have 
an allocation to each particular service classification, in 
order to determine a rate. I think an allocation to each 
classification is worth while to see if it recovers its costs of 
service, but not to determine the proper rate, necessarily. 

Q. You don’t consider it essential to determine whether 
there is undue discrimination involved? 


[1191] 
Counsel: Hart 


Witness: Curry 


The Wrrness: I don’t believe so, unless a complaint of 
undue discrimination is made. 

For instance, in determining the GS rate and the DCQ 
rates of Texas Eastern, we wouldn’t normally allocate cost 
to 


[1192] 


DCQ service, or WS service, or GS service or to ‘‘I’’ service 
in determining rates. I believe that is what your question 
would lead to, that you would allocate cost to each partic- 
ular rate service classification. Now, I don’t believe that 
is necessary. 


Counsel: Hart 
Witness: Curry 


Q. Aside from the question of once you have gotten costs 
allocated into zones, I think, as I understand, what you are 
saying is that once you have done that it is not in your 
opinion necessary to carry the allocation through to rate 
schedules within each zone. But do you agree it is essential 
to allocate where it is—where a pipeline supplier has more 
than one zone on its system or more than one jurisdiction, 
isn’t it essential initially to allocate costs to the—to each 
zone, or to each jurisdiction? 

A. Well, yes, I agree with that. 

Q. Therefore, some kind of a systemwide allocation is 
essential? 

A. I think that is correct, yes. 


[1194] 
Presiding Examiner 


Witness: Curry 


Did you have an overall cost of service to start with? 
Did you use one? 


The Wrrwess: Are you questioning me now? 
[1195] 


Presiding Examrver: Yes. 

The Wrrness: We had an overall cost of service to start 
with, which was Texas Eastern’s—the exhibit number I 
forget now. 

Presiding Examrver: Exhibit 11, is it not? 

The Wrrvess: I believe it is Exhibit 11. 

° e ° 

Presiding Examiner 
Witness: Curry 

The Wirwess: And then in lieu of an allocation to other 
zones, we had the cost of supply at the terminal of Zone C. 

Presiding Examiner: You did make—let’s go a step fur- 
ther. You did make comparisons with other rates, did you 
not, and with other schedules, did you not, as to the char- 
acter of the service, and as to elements of the cost of service, 


which are comparable or dislike? 
The Wiryess: Yes. 


[1196] 
Presiding Examiner 


Witness: Curry 


There is being asked here a rate determination in a certifi- 
eate case. There have been put in extraordinary material, 
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extraordinary in the sense it is not usual in a certificate 
case. It has been done under stipulation. 


[1198] 
Counsel: Hart 


Witness: Curry 


Q. Am I correct that your rate study herein is not based 
upon a systemwide cost of allocation to Texas Hastern’s 
system? 

A. By that you would mean a zone cost study showing 
the cost by zones? 

Q. That is right. 

A. No. This study would not be based upon any such 
zone cost study. 

Q. Is it based upon a consideration of the interrelation- 
ship of this winter service rate with all of Texas Hastern’s 
other rates? 

A. Yes, I believe it is. 

Q. Would you specify a little bit on that, please, other 
than your ACQ comparison, for price of gas into storage? 

A. Well— 

Q. In other words, how does it relate to the GS schedule 
of rates? 

A. I believe it complements the GS service by filling a 
gap which is now filled by possibly peak shaving by the 
GS customers. This service would tend to replace that so 
that the pipeline company would be rendering a more com- 
plete utility service. 

Q. But that is more of an operational question, is it 
not? My question is directed to how do you reconcile the 


[1199] 


76-cent WS rate you are recommending with Texas East- 
ern’s GS rates, in Zone D. 
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A. They are higher rates because this is a higher cost 
service, as I see it. 

Q. Which is the higher cost service? 

A. The WS winter service calls for a higher average 
rate in Zone D than the GS service. Was that the sort of 
comparison you had in mind? 

Q. Yes, except I would like it more precise. In other 
words, is there any formula by which you equate the dif- 
ference in service between GS and WS service and the 
difference in rates? 

A. Both of firm rates during the period that WS, at least, 
is available, it is available only part of the year, but during 
the period—they are both firm rates. The costs assigned 
to WS—I think as I stated before, they are assigned so 
as not to make a burden on other customers not using that 
service. These costs are higher than the costs assigned to 
general service, GS service. Therefore, you have a higher 
level in the particular rate, WS rate. 

Q. I take it you made no study as to the specific amount 
of difference that there should be in the rates related to the 
specific amount of difference in the services. 

A. Well, of course, they are both firm service. About 
the only difference in the service, you might say, is the 


[1200] 


different period of time that both services are available. 
One is available annually, the other for five months. Serv- 
icewise they are both firm. I find no difference in the 
service, and the question bothers me a good bit there. There 
is no difference in the quality of service. There is a dif- 
ference in the time it is rendered. 

Q. But have you made any study as to the specific amount 
of difference that there should be in the rates? 

A. It seems that the allocation made governs that, it 
seems to me. That is a cost determined by the allocation 
of costs? 


Q. Which allocation? 
142 
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A. The allocation of cost east of 21, compressor station 
21. 

Q. And as done by Texas Eastern in this case? 

A. Yes, sir, and as verified by the staff as being con- 
sistent with Atlantic Seaboard, generally speaking. Texas 
Eastern made the allocation, we verified it to our satisfac- 
tion before we used it. But it is the allocation east of 
compressor station 21. 

Q. Technically do you consider that that study that you 
are talking about by which there are determined the costs 
east of Station 21-A is an allocation, or is it, rather, some 
kind of a hybrid allocation, segregation, incremental study? 

A. Well, it is in part an allocation. There is an 


[1201] 


allocation of existing facilities, allocation of the costs of 
the storage field. There is a segregation of the new facilities 
required, and then there is the cost of gas supply at the 
entrance to the zone. 


[1210] 


Counsel: Hart 
Witness: Curry 


Q. Up until the—well, up until the time, up to the present 
time, when the WS certificate has not been issued, Texas 
Eastern’s rates to GS customers are based in part 


[1211] 


apon a rolling-in of Oakford Storage, is that not so? 

A. Yes. 

Q. And for instance, in the G-12706 rate filing by Texas 
Eastern they show 270,000 Mef coming out of Oakford, 160,- 
000 of which was for general service. 


Now, in the instant application, since Texas Eastern is 
attempting to dedicate—Texas Eastern is attempting to 
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dedicate part of that 160,000 to winter service, as is evi- 
denced by the fact they assume only something like 99,000 
Mef, of Oakford Storage deliverability is applicable to what 
they call ‘other use”’, including GS. 

Does it not follow from that, that the portion of Oakford 
Storage available to its GS customers which those custom- 
ers have been utilizing in the past would be reduced if this 
certificate is granted on the basis Texas Eastern proposes? 

Presiding Examryer: Now, that includes an assumption— 
you didn’t state it as an assumption, but it includes an as- 
sumption which the witness is not necessarily prepared to 
answer, and that is, have they used 160,000? I think the 
proof in the record is to the effect they have never used the 
160,000. Yet your question is based solely on the statement 
that they have used 160,000. 


Mr. Harr: Your Honor—— 
Presiding Examrver: What it boils down to may be, and 
Mr. Curry could probably straighten us out on this, 


[1212] 


with the proper question, it may well be that they paid for 
more than they actually used, and there wasn *t anybody else 
to charge it to, and in order to have the service it had to 
be allocated, and it was allocated between the different 
parties that used it at all, and maybe they were paying for 
more in terms of Mef than they actually used out of stor- 
age. But way are you criticizing them for past allocations? 

Mr. Harr: This goes to the question, Your Honor— 

Presiding Examryer: Mr. Curry, do you know whether 
or not the GS were using the entire capacity of storage? 
Do you know, or not? 

The Wrrnzss: I don’t know. 

Presiding Examiner: Then you couldn’t answer that 
question, because this question assumes, and in fact states, 
that the GS customers were using 160,000 Mcf, whereas 
now they will only be using 99,000 Mcf, or they and others. 
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By Mr. Hast: 


Q. Is it true, Mr. Curry, that these GS customers were 
assigned costs on the basis of that 160,000 Mcf, in the G— 
12706 rate filing? 

A. At the moment I don’t recall how Texas Eastern de- 
termined their increase in rates in the G-12706. 

Presiding Examiner: Has that been decided? 

The Wrrness: No, sir. 


By Mr. Hazr: 
[1213] 


Will you accept that figure subject to check? 

. That they did assign that? 

Yes. 

. Actually allocate that to GS? 

Right. 

Yes, I will accept it. 

. Doesn’t it follow if—isn’t it true that ordinarily such 
allocation factors are based on. system operations? 


Mr. Deaxrys: Could I have the first part of that, please? 


(Question read.) 


OPOPOPO 


Mr. Deaxtns: I object to that as ambiguous. It doesn’t 
say by whom, when or where. 


By Mr. Harr: 


Q. Ordinarily, Mr. Curry, isn’t the allocation of cost, 
aren’t the allocation factors used by the Commission based 
upon the particular company’s operations? 

A. Yes, yes, upon the three-day system peak, average 
system peak, for instance, is that what you mean? 

Q. Do you know of any reason that wouldn’t have ap- 
plied in this instance? 


Mr. Deakins: What instance, Mr. Hart, are we talking 
about? 


Mr. Hart: The allocation factors used in the G-12706 
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[1214] 


rate filing. 
The Wrirvess: To use them in the present—in the present 
allocation of costs to WS service? 


By Mr. Harr: 


Q. I mean in the G-12706 rate filing. 

A. Do I know of any reason they wouldn’t be used in 
that? 

Q. Right. 

A. No, I think the company is required to show them as 
part of the filing regulations, those figures. So I assume 
they were shown in that application, but I just don’t re- 
call what they were. 

Q. My question was whether those allocation factors 
would without some explanation being given be vased upon 
the actual company operations? 

A. I think they would be based upon company opera- 
tions, yes. 

Q. And therefore that indicates the company operations 
on the basis of which the GS rate filed by Texas Eastern, 
that docket, the company operations would have indicated 
that 160,000 Mef, of Oakford storage capacity was being 
used to serve GS customers? 


Mr. Deaxrys: Let me hear that, please. 
(Question read.) 
Mr. Deaxrns: I object to the question because in answer 


[1215] 


the witness said he didn’t recollect what they did. If he 
knows, I have no objection. He said he didn’t remember. 
Mr. Harr: I thought the witness’ last answer said that 
generally the allocation factors are based upon the company 
operations. 
Presiding Examrver: Well, I suppose that is a fact by 
logic. I guess we will leave it at that. A fact by logic. 


. * ° 
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Presiding Examrver: A fact by logic. I don’t think the 
witness ought to be taken on any such ride. He has said 
he didn’t know. If he said ‘‘yes’’ to this, it wouldn’t mean 
anything in the record, but you logically argue because you 
ought to do something, they must have done something, and 
therefore it ought to be a record. 


[1217] 


Q. Upon what basis, therefore, do you use six per cent 
rate of return for the winter service? 


[1218] 


A. On the basis that the last rate of return which the 
Commission allowed Texas Eastern as a result of settle- 
ment, the last proceeding prior to G-12706, was six per 
cent, as I recall it. 


Counsel: Hart 
Witness: Curry 


Q. Well, would your same condition or—wouldn’t your 
same reasoning apply to Texas Eastern, wouldn’t the rate 
of return for WS service—shouldn’t it be the same as that 
approved for Texas Eastern overall in Texas Hastern’s 
rate case? 

A. I believe so, yes. Yes. But as I say, in Texas 
Eastern’s case, at least I knew of a six per cent rate of 
return. In Algonquin’s I did not. 

Q. Yes. Does that mean that if Texas Hastern’s case 


[1219] 


should be heard and determined at the hearing, or should be 
settled, in either case on the basis of six and one-quarters 


147 


1219 


per cent rate of return, that you believe the WS rate you 
are proposing herein should be increased accordingly? 

A. Yes. 

Q. Did you apportion income taxes on an uniform system- 
wide basis in this proceeding? 

A. We followed what Texas Eastern did, on Exhibit 11, 
to the extent that was allocated east of compressor station 
21 we did identically the same thing. So that probably 
would not be on a uniform system basis. The answer would 
be no. 

Q. Isn’t that relatively unusual for staff rate determina- 
tions? 

A. Well, I don’t believe so for an initial rate, no. 

Q. Is it unusual in a rate case? In a rate case type 
of determination? 

A. In a rate case with all of the zone costs before us, 
the complete system costs, we would probably spread it 
over even one of the zones, yes. 

Q. Uniformly—no. In relation to the return, is that 
right? 


A. It would depend on the return, yes. 
Q. In relation to the return? 
A. I would say in relation to the return, yes. 


[1221] 
Counsel: Hart 
Witness: Curry 


Q. Well, did you participate on behalf of the staff in 
the design of the 75 cent temporary WS rate which was in 
effect from December 25, 1959, through April 15, 1960? 

A. Yes. 

Q. Could you tell us what basis for that 75-cent rate was? 

A. [have the basis here, Mr. Hart, and can give it to you. 
However, that was part of a settlement conference, if my 
memory 
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serves me correctly, and also it was a rate that the Com- 
mission said in effect was given to them by the staff. 

Now, if it is proper for me to answer your question, I will 
be glad to. I don’t know. 

Q. Well, it seems to me it is proper, because, as you 
said—— 

Presiding Examiner: What relevance does it have? Let’s 
start at the foundation. I didn’t know what he was going 
to say. But I was wondering what possible relevance it 
has. 

Mr. Harr: I was wondering whether if a temporary serv- 
ice available only for three months is worth 75 cents, 
whether on a 20-year basis, 20-year firm basis, the same 
service might not be worth more. 

Presiding Examiner: Ask the witness. He has arrived at 
a price on the basis of costs. 

Mr. Hart: Well, that is the other part of the—— 

Presiding Examiner: I don’t think he arrived at it on the 
basis of competitive value. I don’t think the value of 
service—I was even surprised to hear him give that as one 
of the criteria today. 


By Mr. Hart: 


Q. Were the costs of rendering the service last winter 
a part of the material, a major part of the reason why the 
staff recommended 75 cents? 

A. Yes, it was based upon a cost allocation very similar 


[1223] 


to what we have here. 

Q. Wouldn’t the fact that an additional almost 50 million 
dollars worth of facilties will be required to render the 
same service on a permanent basis tends to indicate that 
the permanent rate should be higher? 


Mr. Deakins: I object to that. The application for the 
temporary was based on the permanent facilities, because 
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in—in part, because it was anticipated they would be built 
in the future. 

Mr. Harr: Were you on the staff when that was decided, 
Mr. Deakins? 

Mr. Deaxrys: I won’t dignify that with an answer. 

Presiding Examiner: What is the situation? 

The Wirness: May I have the question? 

Presiding Examiner: Are we stalled again? 


(Question read.) 


The Wrrness: No, I think the concept was that this was 
in effect the beginning of the 20-year service, and the costs 
—the cost of service was really based upon the facilities 
needed for that 20-year service. 


[1226] 
Counsel: Hart, Russell 
Witness: Curry 


Presiding Examiner: Speaking about the ultimate rates. 
After all, the cornerstone of this is basically you start with 
the rates tentatively and contingently in effect. At least 
that is a very predominant basis for it, isn’t it? 

In addition, to go a step further, in addition to that foot- 
note, the other rates in the other services were utilized, 
the factors of demands and commodity were utilized, the 
ACQ-C rate, the DCQ-D rate, all of those elements were 
used here, and all of them tie back to the same contingently 
effective basis. 

That is what I am talking about. 

Mr. Harr: I am glad you brought that up. It is a point 
that has troubled me, the relationship of the WS rate in 
the certificate case vis-a-vis the rate case. I am not sure 
Mr. Deakins and I are straight on the record on this, yet. 
Because our basic position is that at some point, either in 
the rate case or in this certificate case, this WS rate has to 
be tried under a full-scale rate standard test which includes, 
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among other things, the burden of proof being on Texas 
Eastern. And it seems to me from what you have just 
said that Your Honor 

[1227] 


might be considering making what you might call a quasi- 
Section 4 rate determination here, but yet you contemplate 
possibly putting a condition on it to the effect that would 
make it binding in the rate case, and I certainly hope that 
is not what you have in mind, unless the rate determinations 
here in this certificate case is a full-scale one. Otherwise, 
Texas Eastern will have done what I suspect they want to 
do, which is to avoid having the burden of proof, in a rate 
case type of determination, of proving up this rate. That 
is meant not in the way of argument, but in the way of 
clarifying this question. 

Presiding Examrver: I have no objection to going as far 
as the evidence will permit. I have not consciously limited 
the extent of the evidence. But you yourself brought out 
in discussing it with Mr. Curry that some of the procedures 
that might be carried out in a rate case under Section 4 or 
under Section 5 are not carried out here. In fact, he has 
gone so far as to say that could hardly be expected to be 
carried out here with the data before us. 

It sems to me you can get at that two different ways. 
I mentioned one. You could get this case through, you 
could stipulate this case and stipulate a condition that the 
Commission set a condition that they can render this serv- 
ice, that they can render it temporarily, and agree to ren- 
der it temporarily, until it ean be.determined in the rate case, 


[1228] 


at a certain amount, which amount they will have to gamble 
on being enough, and they would have to gamble that if 
it is too much they would have to repay, in spite of the 
fact that this is an initial rate. 

If you so stipulate as parties, all of you, to issue the 
certificate right quick, get the service under way, and then 
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stipulate that the rate would not be fixed in this case, but 
that only temporarily they would start charging something 
—and they might have to gamble it was high enough, and 
also gamble that if it was too high they would have to repay 
it, because being an initial rate they would have to do 
that—then they could also stipulate the rate case would 
be immediately amended that is before the Commission to 
incorporate this schedule so that a complete and total study 
would be in. 

The only other near route in this certificate case in 
my opinion is by conditioning this certificate to the effect 
that whatever rate is determined in this case as just and 
reasonable as an initial rate will be subject to modification 
by order of the Commission when the rate case has been 
determined and when the rates on which this rate would 
necessarily be keyed under both the study of Mr. Bufkin and 
Mr. Curry, when those became known that the relationship 
would be maintained, and therefore these rates would be 
modified up or down, whichever way it had to be done. 


[1229] 


There are your two possible ways. I don’t think there 
are any others. 

Mr. Curry, I don’t want to impose on you, but what do 
you think of that? Do you think that is a fairly realistic 
approach? Do you see any other way, or do you see any 
objection to that sort of thinking? As I say, I don’t want 
to embarrass you. 

Mr. Harr: Isn’t the third alternative, Your Honor, to 
in effect have some kind of consolidated certificate-rate 
case here? 

Presiding Examrver: I don’t think it is humanly possible 
under the law, never have. 

The Wrrness: This would only be an initial rate? 

Presiding Examrver: Still an initial rate, still not subject 
to refund. 

Mr. Dears: Of course, Mr. Examiner, as I look at it 
if the proper kind of determination were made here it 
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could be binding upon us as far as the possibility of any rate 
settlement in the rate case is concerned. I think that is 
what we were looking for here until the water got all 
muddied up. 

Presiding Examiner: Actually this, I believe, is as helpful 
an approach as can be had to this. Iam not at all convinced 
with what has been shown here on the need of this area of 
the United States where the problems are marginal prob- 
lems to 

[1230] 


the point where you almost wonder whether natural gas 
can continue, whether these people will have to sink in this 
competitive stream, as it were, because of the marginal 
situation, that pitting that against the requirement to try 
to make the pipeline facilities of maximum value to every- 
body on the line without hurting anybody, I am not at all 
sure your best operation wouldn’t be to call a conference 
instead of this two weeks of rebuttal and all the rest of it, 
call a conference and sit down and hammer this thing 
out on the basis of the first alternative I suggested, stipulate 
this case into existence, ask for a certificate, get a stipula- 
tion to the effect that a rate will be charged temporarily 
until the Commission can decide the other rate, all the rates, 
in other words, and that it shall be decided in that case; 
and Texas Eastern will have to take some gamble, every- 
body else will have to take some, but not actually too much, 
with what you have before you the gamble is not too tre- 
mendously great, and you have a public service being ren- 
dered, a pipeline being made available; and I think you 
would come out with a rate that would be satisfactory and 
not very—and not have any possibilities of being too op- 
pressive to the market people or to the companies, on the 
one side, or prejudicial to anybody else. 

Mr. Harr: Your Honor, I would like to state in that re- 
gard, I think it is commendable, and I mean it, that the 
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Examiner tries to look beyond his nose and try to look for 
some overall constructive outcome of this thing. There- 
fore, please do not misinterpret what I am going to say 
right now. But against that background it is our firm belief 
that this service simply is not economically feasible unless 
you in effect dedicate storage, and I won’t raise questions 
on how you dedicate it, but unless you dedicate storage for 
winter service, we don’t feel in a rate case that would 
be approved. 

Therefore, I think there is a great risk to us, while we 
would, I am sure, be willing to consider, or attend any 
such conferences. Offhand it strikes me, and I think every- 
body is better off if we understand at the outset, that 
Columbia would be prejudiced if such certificate were 
granted and the facilities installed, and then the final rate 
determined. Because, I think, there is a real question 
whether the customers really want this service at the rate 
which would be determined in a full-scale rate hearing, 
which we have to insist upon at some point in this pro- 
ceeding. 

I certainly don’t want to throw cold water on your sug- 
gestion. I think it is very constructive and fine as far as 
it goes, but from the practical standpoint I can see we 
would have some difficulties with that road. 

Presiding Examryer: I guess we better recess until 
tomorrow. I hope nobody misunderstands my suggestions. 
My suggestion is simply not be based upon anything other 


[1232] 


than a broad general outlook of this whole problem. 

Mr. Russexy: I think one of our difficulties is that we 
have had nothing but general statements out of Columbia 
as to what they think the costs of this are. 

Mr. Harr: We have distributed papers in a rate confer- 
ence which are much more specific than anybody else’s. 
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Mr. Russert: But you wanted this case tried in a certifi- 
cate case and that is why we are here. 
Mr. Harr: No, sir, we wanted it tried in a rate case. 


[1234] 
Counsel: Hart 


Witness: Curry 


Q. Mr. Curry, your recommended rate herein is based 
primarily on the premise that it will recover what you have 
assumed to be the costs properly related to winter service, 
is that so? 

A. Yes. 

[1235] 


Q. Is it also true that in order to recover such costs the 
rate should average 76 cents? 
A. At full use of capacity for storage and of the new 


facilities, the rate should average 76 cents. 
Q. What is the average rate of full usage, at full usage? 
A. At full usage, the average rate would have a higher 
demand charge than shown here. I believe it would be— 
the cost would be, on page 2 of Exhibit 5, would be 2.54. 


eee 
[1247] 

Counsel: Hart 

Witness: Curry 


Presiding Examrver: It is inconceivable that the Com- 
mission would consciously load the cost of one service on 
to the cost of another. Isn’t that the answer, Mr. Curry? 

The Wrirwzss: That is correct, sir. 

Presiding Examrver: The fact of the matter is, the rate 
of return would suffer, isn’t it? 

The Wrrness: That Texas Eastern would be required to 
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absorb it until they would be able to increase the rate to the 
WS customers, I would assume, and that in any event the 
other customer couldn’t be hurt until there was a rate pro- 
ceeding, until such—until that occurred the initial rate 
just wouldn’t be recovering the cost that Texas Hastern or 
the Commission had assigned to it. 


[1265] 
Counsel: Hart 


Witness: Curry 


Q. I believe yesterday you stated that you started to 
work on Texas Hastern’s case in 1954, was that right? 

‘A. With the first settlement case, big settlement case in 
1953 or 1954. 

Q. You mean G-1964, the rate case? 

A. Yes. 

Q. Is it so, then, that you have a fairly good historical 
understanding of Texas Eastern’s system? 

A. I think I do from a rate tariff standpoint, not op- 
erations. 

Q. Well, do you agree from what understanding you have 
of Texas Eastern’s system that Texas Eastern’s storage 
could not have been constructed without the existence of 
its pipeline system? 

A. You mean to bring the supply of gas to the storage? 

Q. Correct. 

A. That is correct, yes. 


[1281] 
Counsel: Hart 


Witness: Curry 


Q. Mr. Curry, your Exhibit 135, page 5, shows that the 
cost of gas supply which you have computed is 2.2 cents 
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per Mef higher for Leidy storage, that is for gas going into 
Leidy storage, than for gas going to Oakford, is that right? 

A. Yes. 

Q. Is it correct this difference is required by the addi- 
tional transportation to a delivery point in Zone D for 
the Leidy gas? 

A. I believe that would be a fair reflection of the addi- 
tional cost, yes. 

Q. In line 15, column 3, of the same page you show a 
volume of 12,501,069 Mcf as being injected into Leidy, 
correct? 

A. Yes. 

Q. Will you accept subject to check, or work it out if 
you prefer, that the product of this volume and 2.2 cents 
indicates that the transportation cost in Zone D reflected 
in the cost of gas supply is $275,024? 

A. I will accept that, yes. 

Q. Now, would you please turn to page 2 of your Ex- 
hibit 5, and referring—were not quite up to page 2, yet, 
but we will be there in a minute. Referring to page 8 of 


[1282] 


your prepared testimony, in Exhibit 136, will you explain 
why you deducted on line 13 of page 2 of your Exhibit 135, 
$478,433 for the cost of existing facilities rather than the 
$275,024 mentioned above? 

A. That is a eredit to the costs on line 12 of page 2. 
That is the way I get it, that reflects an annual use of 
the existing facilities, line 12, allocated between demand 
and commodity, and since the cost under the ACQ formula 
presumably picks up the cost for the off-peak period, it 
seemed to me reasonable to take 50 per cent off from the 
annual charge. 

Q. But the way you have priced the gas as reflected in 
your ultimate WS rate, that rate will only recover the 
$275,024, isn’t that correct? 

A. Iam not sure the two are comparable. 
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Presiding Examryer: I started to ask that very thing. 
No matter what your answer is, it has to be based on some 
concept that there is some interrelation between the two. 
What is the interrelation between the two figures, or is 
there any? They don’t even come from a common source, 
do they? 

The Wrrnzss: No, one reflects a difference in rate, the 
other a difference in costs. Whether the rate is accurate 
or exactly accurate, you wouldn’t know until it was tested 
against costs. I am not sure they are comparable. 


[1286] 


Q. It is also a fact as a substitute for an actual cost of 
allocation study up to station 21-A, you have substituted 
this ACQ rate? 

A. Yes. I believe that reflects what I have done. 

Q. Is this in your opinion a proper substitution at this 
time? 

A. Yes. 

Q. Would you please explain why? 

A. The ACQ revenues, in my opinion, would take the 
place of an allocation of costs to the gas supply for the 
winter service, up to Station 21-A, since in any rate pro- 
eeeding where a cost allocation is finally determined, the 
ACQ rate would be increased or decreased to reflect that 
final cost allocation, and similarly the cost of gas supply 
for the winter service, being based upon the ACQ rate, 
would also then reflect that 


[1287] 


final cost allocation. 


[1365] 
Counsel: Deakins 
Witness: Batten 


Q. Mr. Batten, in your prepared testimony you did not 
state the responsibilities in connection with your present 
position. If you would briefly give those to me I would 
appreciate it. 

A. Basically I am responsible for the gas procurement 
policies, our production geology, our gas research, our 
transmission, and distribution and facilities, and prepara- 
tion of gas estimates. 

Q. And is that for the Columbia System as well as all 
of the subsidiary companies? 

A. Yes, although I think we have to recognize as you do 
in our system that to quite an extent it is advisory posi- 
tion with respect to the underlying subsidiaries, although 
in some cases such as the gas estimates we do participate 
actively. 

Q. Well, for example, you have someone who is president 
of each of the subsidiaries, and he has the direct manage- 
ment of that company? 

A. Exactly. 

Q. But your job, or your responsibilities, rather, are 


[1366] 


of a supervisory nature, so that you would have enough 
knowledge of those operations to speak generally about 
storage and transmission and estimates and things of that 
type? 

A. Yes, sir. j 

Q. As a matter of fact, you have been with the company 
a long time, have you not? 

A. Yes. 

Q. And generally have had training that would qualify 
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you to discuss those matters, even though you didn’t have 
your present title? 
A. I think so. 


[1367] 
Counsel: Deakins 
Witness: Batten 


Q. Now, in Exhibit 139, and particularly on page 2, as 
a part of your answer to question 5, you state that you 
believe that the WS rate is unduly discriminatory as to 
the Columbia companies. Is your opinion based on studies 
made by Dr. Nissel which have been introduced in evidence 
here? 

A. It is based on conversations with Dr. Nissel and Mr. 
Stockhausen. I have not examined their exhibits in detail. 

Q. You haven’t? 

Well, I was going to ask you, you can’t say, I presume, 
precisely which exhibits you adopted as your basis of the 
statement which I just referred to? 

A. No, I could not. 


[1369] 


Counsel: Deakins 
Witness: Batten 


And before that time you indicated that the Columbia 
System companies believed this storage was unduly dis- 
criminatory toward them, based on the fact, as I under- 
stand your 

[1370] 


testimony—if I don’t summarize it correctly you tell me— 
but based on the fact that the storage is being treated by 
Texas Eastern as a segregated facility and not rolled into 
the whole system; is that correct? 
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A. I think that is correct. 

Q. Has the policy of the Columbia companies changed 
in that regard in recent years, or has it always been the 
same as it is now? 

A. Mr. Deakin, I am going to have to answer you with 
conjecture and hearsay, if I may. 

Q. All right. 

A. I am under the impression that in the early days of 
the acquisition of storage at Oakford, we opposed the roll- 
ing in of Oakford storage, for what reasons I am not quite 
clear, I was not in on the conversations, but I do understand 
they opposed it at that time. 

Q. Are you familiar with what is known as the X-28 
rate, that is, the service to Transcontinental Gas Pipeline 
Company performed by Texas Eastern? 

Incidentally, it was certificated, Mr. Batten, in Docket 
No. G-2340. 

A. I have heard it discussed, but the terms of it I am 
not familiar with. 

Q. If I told you as a matter of fact that your companies 
participated in that docket, would you accept that as 


[1371] 
the truth? 

A. I am sure I would. 

Q. Let me read you a statement made by Mr. Milton C. 
Baldridge on behalf of the Ohio Fuel Gas Company and 
Manufacturers Light and Heat Company, and then I will 
ask you a question about it. This appears at page 30 of 
the record in Docket No. G-2340. And I now quote Mr. 
Baldridge: 


“Mr. Examiner, the Manufacturers Light and Heat 
Company and the Ohio Fuel Gas Company are sup- 
porting the application of Texas Eastern because it 
will make it possible for it to increase the volumes 
which Texas Eastern delivers to Manufacturers Light 
and Heat Company in Texas Eastern’s zone D. It will 
not affect the total volumes of gas delivered to those 
two companies.’’ 
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Are you familiar with that statement by Mr. Baldridge? 

A. No, I have no recollection of that. 

Q. Are you familiar with that service, Mr. Batten, that 
it is a segregated service out of storage to Transconti- 
nental? 

A. As I say, I have just heard that there is such a thing, 
and I really don’t know the detail of it. 

Q. Well, assuming that to be a fact, is your company’s 
position different now than it was then—or is it the same 
now as it was then? 

A. At what time was this? 


[1372] 


Q. This was made on March 8, 1954. 

A. I think I would have to say in all honesty that with 
no knowledge of the background of that case, I am just 
not in a position to say whether these are contradictory or 
not, I don’t know. 

Counsel: Deakins 


Witness: Batten 


Q. All right. Thank you, sir. 

Do you as an operating utility executive believe that 
a utility should have different classes of service for the 
purpose of operating its business in accordance with the 
principles of good management, and economics, or to meet 
the requirement of its customers, or both? 

A. Would you read that one back, please? 


(The pending question, as recorded, was read by the re- 
porter.) 


The Wirness: The answer is yes. 


By Mr. Deaxis: 


Q. Do you believe that the charges for such different 
classes of service could or should be different if, of course, 
the services are not substantially the same? 

A. Yes. 


[1378] 
Counsel: Deakins 
Witness: Batten 


It is true, isn’t it, that the basic difference between the 
Columbia companies and Texas Eastern in these proceed- 
ings is the manner in which the storage facilities are treated 
by Texas Eastern in its concept of the WS service? 

A. Basically, I think that is correct. 


[1379] 

Q. Thank you. 

Now, in that connection, let me state this. 

I gather from reading the testimony of Dr. Nissel and 
Mr. Stockhausen that the attitude of the Columbia com- 
panies is that storage should be treated as a system 
facility, for that reason the 68.3 cents per Mef. charge 
which Texas Eastern proposed for the winter service would 
not recover the cost of service, and therefore the Columbia 
companies who purchase only DCQ service would be re- 


quired to pay part of the cost of serving the WS customers; 
is that correct? 
A. We think that is the end result. 


Counsel: Deakins 
Witness: Batten 


Now, does the Columbia System make market estimates 
other than those that appear in its blue book? 

A. No, sir; we make only the five-year estimate. 

Q. As a matter of fact, from your experience, you don’t 
believe you could actually forecast a market estimate for 
twenty years, do you, Mr. Batten? 


[1380] 
A. We have enough trouble with five. 


163 


[1383] 
Counsel: Deakins 


Witness: Batten 


A. Our design is such that we anticipate and are in a 
position to take about forty-seven percent of our peak 
requirements out of storage. 

Q. About forty-seven percent? 


[1384] 


A. I had some reservations that it was that high last 
winter, because we didn’t hit the design peak. 

Q. Do you know how much was left over last winter, in 
top storage? 

‘A. No. But I think I can give you a figure that is some- 
what comparable. We came out of the winter season at the 
end of April with, I think, something like ten billion less 
in storage than our estimates had anticipated. Obviously 
from an accounting point of view, we don’t anticipate 


taking everything out of top storage, there is something 
left in there. 


[1394] 


Q. And you determined not to buy from Texas Hastern 
on the basis of some determination you made? 

A. That is correct. 

Q. Yes, sir. I take it, then, that you concluded you could 
develop your storage fields cheaper than you could buy 
this service? 

A. Yes, sir. 


[1399] 


Counsel: Deakins 
Witness: Batten 


Now, I want to take you through some assumptions 
about a pipeline system to get your idea on this matter 
of whether segregation is segregation or not. 

Now, if you will assume that there is a pipeline 1,000 
miles in length, with a capacity of 100,000 Mcf per day, 
selling gas under a DCQ rate schedule, or one identical with 
that, of Texas Eastern, to a single customer at the terminus 
of the pipeline at 100 percent load factor, 365 days out of 
the year, end a total of 36,500,000 Mcf per year, under 
those circumstances will you agree that the line was de- 
signed and built to deliver the load to that customer? 

A. Yes. 

Q. I will hand you—— 


Mr. Deaxrys: Mr. Examiner, what is the next exhibit 
number? 
Presiding Examrver: 153. 


By Mr. Dears: 


Q. I will hand you a schematic diagram of a typical 
1,000 mile pipeline system, diagram A, and ask you if that 
is not what we have been talking about. 


[1400] 
That is what we were talking about, is it not? 
A. That is the way I understood your question. 


Presiding Examiyrz: This now is identified as Exhibit 
153. 


(Tae Document RereRRED TO Was Marxep For IDEnTI- 
FicaTIon aS Exursir 153.) 


Mr. Deaxrss: I offer Exhibit 153, Mr. Examiner. 
Presiding Examiner: It is admitted. 
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(Tae Document PREVIOUSLY MarxKeEp FOR IDENTIFICATION 
as Exurpir 153 Was RECEIVED IN EVIDENCE.) 


By Mr. Dzaxrs: 


Q. Now, assume that the same pipeline company later 
acquires a storage field at the terminus of the pipeline 
adjacent to the point of delivery to the DCQ customers. 
Do you believe that the single DCQ customer would receive 
any benefit from the storage field under those circum- 
stances? 

A. No. 

Q. You don’t think they would. 

A. If I understood your question, and I think I did. 

Q. I will hand you a document which I have marked 
Exhibit No. 154, Mr. Batten, and ask you if that schemat- 
ically represents the question I just asked you. And don’t 
answer until Mr. Hart has had a chance to see this, 
please, sir. 


Mr. Harr: Are you going to sponsor these exhibits, Mr. 
Deakins? 
[1401] 


Mr. Deaxrys: Yes, I will. I am putting them in. 
Presiding Examrxer: This exhibit will be marked 154. 


(Tae Document REFERRED TO ‘Was Marxep For IpENnvTIFI- 
cation aS Exuzsrr 154.) 


Presiding Examrver: The title on these exhibits should 
be shown as indicated. ‘‘Schematic Diagram, Typical 1,000 
Mile Pipeline System, Diagram 1.” The same title with 
“Diagram 2”’ for the next one. 

Has he answered? 

Mr. Deaxrss: Yes, sir. 

You answered no, did you not? 

The Wrrxess: That is right. 
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By Mr. Dzaxrs: 


Q. If the DCQ customer received no benefit from the 
storage under Diagram No. 2, which is Exhibit No. 154, 
do you believe that that customer should pay the cost of the 
storage field, even though it had no benefit from it? 


Mr. Harr: Could I ask—this is the only customer on this 
system? 

Mr. Deaxrys: Yes, sir. One customer, one pipeline, one 
storage field. 

Mr. Hart: Further, I don’t think this question is com- 
plete enough, Your Honor. Is there any gas in that stor- 
age field? 

Mr. Deaxrys: It doesn’t have anything to do with this 


[1402] 
question. 

Mr. Harr: Well, I think it might. 

Mr. Deaxrns: Well, it is 100 percent load factor customer. 
If you can tell me how I can get gas in the storage field, 
I would like to know. 

Presiding Examiner: Did you answer? 

The Wrrness: No, I have not answered. 

Under the set of circumstances outlined, I don’t see 
why he should pay for it. 


By Mr. Deaxrss: 


Q. Thank you. 

Now, assume that that same pipeline system is enlarged 
to supply a new customer, also located at the terminus of 
the line, 100,000 Mcf gas on a peak day, but that that cus- 
somer’s requirements are at a 74 percent load factor, and 
its annual requirements are 27 million Mef of gas. Does a 
portion of the peak day requirements of the GS customer 
come from the storage field, in your opinion? 


Mr. Hanr: Is there a diagram for this one, Mr. Deakins? 
Mr. Deaxrss: Yes, Mr. Hart. 
Mr. Hart: May we have it before the witness answers it? 
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Mr. Deakins: You don’t have to. It isa perfectly simple 
mathematical question. 

The Wrrness : Without the diagram, I don’t know whether 
I know whether any of it comes from the storage field. Or 
maybe 

[1403] 
I didn’t understand your question. 

Mr. Deaxrxs: Mr. Examiner, I will ask there be marked 
for identification, ‘‘Schematic Diagram, Typical 1,000 Mile 
Pipeline System, Diagram No. 3.” 

Presiding Examiner: That will be 155. 


(Tue Document REFERRED TO Was Marken For IpentTIFI- 
cation as Exuzsit 155.) 


By Mr. Deakins: 


Q. Handing you what has been marked for identification 
as Exhibit 155, Mr. Batten, will you examine that and see 
if you can answer my question, please, sir? 


Presiding Examiner: Read that question back. 


(The question, as recorded, was read by the Reporter.) 


The Wrrness: Well, physically, it need not if it were so 
piped up. 


By Mr. Deaxrs: 


Q. I couldn’t hear you. 

A. I say physically it need not come from storage to this 
100 Mef customer, if it were properly piped. 

Q. Well, I don’t want to be argumentative, but I mean 
under the circumstances on this diagram—with the 100 per- 
cent load factor customer taking his entire quantity, and fa- 
cilities built to transport directly by pipeline only 74 per- 
cent, it would appear that if only by resulting mathematics 
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the GS customer would have to—well, at least 26,000 Mef 
would have to come from the storage field in order to 
satisfy the demands of the additional customer. 

A. Right. Or you could say you have to get 26 million 
from the storage field to supply the total requirements of 
the two customers. 

Q. Yes, sir, either way. 

Well, under your answer, Mr. Batten, to the question I 
propounded in connection with Exhibit 154, where there 
was no storage service customers, no GS customer, the 
DCQ customer would not receive any benefit, I believe you 
said, from that field, and shouldn’t pay for it, and won’t 
get any gas from it. 

A. Because there is apparently no gas coming from it. 

Q. Yes, sir. Now, the Columbia companies purchase gas 
from Texas Eastern under the DCQ rates in both zones C 
and D, do they not? 

A. That is correct. 


Q. And they are made at rather high load factors? 

A. Yes, sir, relatively high. 

Q. I gather from your testimony you have continued to 
purchase at high load factors, and at least will as long as 
it is economically feasible to do so. 

A. We would expect to. 

Q. Yes, sir. Do you sell gas at the same high load 


[1405] 


factor at which you purchase it? 

A. Excluding intercompany sales—I can’t think of any 
outside or foreign sales where the load factor approaches 
that. 

Q. You cannot? How are you able to purchase gas at 
high load factors and sell it at these lower load factors? 

A. Through the use of our storage facilities. 

Q. Yes, sir. Now, if Texas Eastern’s customers, of 
course, in the same zones other than Columbia had storage, 
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I presume they would be able to do the same thing if they 
operated it in the same manner as you people do. 


Mr. Hazr: Is that a question, Mr. Deakins? 
Mr. Deaxrys: Well, I tried to put it as a question. Maybe 
I didn’t state myself properly. 


By Mr. Dzaxins: 


Q. The same sort of an operation on the other customers 
would produce the same result, I presume, would it not? 

A. Other things being equal. 

Q. Yes, sir. 


Presiding Examrver: There is a question I would like 
to ask right there, just to keep track of this thing. It is 
rather complicated. 

The alternative answer given as to Diagram No. 3, the 
26,000 Mef—it seems to me I heard as an alternative that 


[1406] 


the DCQ customer was to get the 26 out of storage. Is 
that right? 

A. I said that in the alternative you could look at it and 
say that the 26,000 went to meet the total requirements 
of 200,000, whoever got it. 


Presiding Examiner: That would have to be pretty spe- 
cifically piped to force that, wouldn’t it? Otherwise, why 
wouldn’t the DCQ be exactly where he was? He has still 
got 100,000 pipeline capacity. But if that is the case, then 
the DCQ customer would start paying what proportion of 
the storage? 

The Wrrness: Is that a question to me, Mr. Examiner? 

Presiding Examrxer: Yes, that is just exactly the ques- 
tion. 

The Wrrwess: I haven’t any idea what proportion he 
would pay. 

Presiding Examiner: Well, what would be right? 

The Wrryzss: I think you would determine a total cost 
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of service on the system, including the storage field, and 
then design an appropriate demand and commodity rate, 
so that each would pay their proper share. 

Presiding Examiner: So all of a sudden, merely because 
the second customer, GS, came into the picture, and with a 
peak day demand, but a load factor less than 100, merely be- 
cause of that fact, the DC customer has to pay a proportion 
of storage, is that your idea? Would Columbia be happy with 


[1407] 
that? 
The Wrrness: I think that is inevitably what happens. 


By Mr. Deaxrxs: 


Q. Mr. Batten, wouldn’t that be a windfall for a DCQ 
customer who had committed to the facilities to convey to 
it 100,000 Mcf on a 100 percent load factor? 

A. I think—and this is speculation, I can’t prove it. I 
think you would find that the total cost of providing this 
combined service would wind up in a higher cost to the 
person who was getting the DCQ customer as a result of 
having this one pipeline and the storage field operating at 
74 percent load factor, than when you had only the single 
1,000 miles line serving the single customer at 100 percent 
load factor. 

Q. Of course, if the cost of storage gas were less, because 
of the time when it could be put into storage, or received, 
that would be a windfall to the DCQ customer who has 100 
percent demand, would it not? 


Mr. Harr: Would you define windfall, please? 


By Mr. Deaxixs: 


Q. Mr. Batten, do you know what a windfall is? 

A. I think I know what you mean. But where I am 
having trouble with your question is where you say if the 
cost of the gas were less. Are you talking about the cost 
of gas in the field? 
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Q. Cost of gas into the storage, because of the time it 
was taken, or for some other reason it wasn’t taken, any 
part of it wasn’t taken. 

A. Well, if any part of it was not taken, that would mean 
that the total load factor on the system would go down. 

Q. Less than 100 percent? 

A. And inevitably I think this means the person taking 
at 100 percent load factor is going to have his costs in- 
creased. 

Q. If gas were put into storage, could be put into storage 
some way at a lower cost than the 100 percent load factor 
cost of gas, then the 100 percent load factor customer would 
get a windfall under your theory, would he not? 

A. I can’t see it that way. 


Mr. Harr: I think, Mr. Deakins, your questions, if you 
have any more on this line, should be more precise. 
Mr. Deaxrxs: Thank you, Mr. Hart. 


By Mr. Deaxrys: 


Q. Now, average day requirements of 100 percent load 
factor customer are the same as peak day requirements, are 
they not? 

A. Yes. 

Q. And if Texas Eastern had to build a pipeline, 


[1409] 


the flow capacity to serve a customer of that type on a 
maximum day, there is no need for any storage capacity 
in order to render the full and complete service to the 
DCQ customer, is there? 

‘A. We are back under the circumstances of 153? 

Q. Yes, sir. 

A. No, sir. 

Q. I have only one more question, Mr. Batten. 

If the average cost of service per Mef for storage is less 
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than the average cost of service per Mef for pipeline ca- 
pacity, as I understand Columbia claims in these proceed- 
ings, then under your concept that both benefit—that is 
the storage customer and the DCQ customer—doesn’t the 
DCQ customer get a windfall, by virtue of the storage? 


Mr. Harr: Again, would you define what you mean by 
windfall, Mr. Deakins? 

Mr. Deakins: The same word as lagnaippe, Mr. Hart. 
That is French, Creole French—means something for 
nothing. 

The Wrrxess: I am afraid I will have to have the ques- 
tion back. 


(The question, as recorded, was read by the reporter.) 


The Wrryezss: I cannot agree with that, for this reason, 
Mr. Deakins. The reason that the storage cost is less 


[1410] 


incrementally than the 100 percent load factor, or DCQ, is 
that we are talking about buying gas at a low load factor. 
Certainly you cannot bring gas up a pipeline, put it into 
storage, and haul it out again, for a 100 percent load factor 
customer and save money. But in the total aggregate, 
where you have low load factor customers as well as high 
load factor, the development of the gas for the low load 
factor customer is cheaper with storage than without it. 
And so, therefore, the use of the storage simply if it is 
rolled in, will put a lesser burden on the DCQ customer 
than would otherwise probably exist. 


Counsel: Caskin 
Witness: Batten 


Q. Mr. Batten, having in mind what yon said relative 
to the situation portrayed on Exhibit No. 153, that is one 
or nothing but a DCQ customer, 100 percent load factor 
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customer, you have indicated that in that instance when 
storage is added it in no way benefits the 100 percent load 
factor customer. Is that not correct? 


° * e 


[1411] 


Q. Well, is not the converse of that that the only situa- 
tion or condition in which storage is practical and feasible 
is in the situation where there are customers on a system 
purchasing at less than 100 percent load factor? 

‘A. Yes, I think my last answer to Mr. Deakins indicated 
that. 


Counsel: Caskin 


Witness: Batten 


Q. Now, not to reiterate what has gone before, but essen- 
tially—I don’t mean to abbreviate your position—but 


[1412] 


essentially, your position is, on behalf of Columbia, that 
all customers on the Columbia system—on the Texas Eas- 
tern System, should benefit for costing purposes or ratewise 
from the existence of storage on the Texas Hastern system, 
is that not correct? 

A. Yes. 


[1417] 
Counsel: Caskin 
Witness: Batten 


Q. You testified that the WS rate proposed by Texas - 
Eastern is too low, for the reason that you have given. 
And I would like to ask you, do you believe that? 

If you believe that that rate is so low, and you have also 
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indicated in your testimony a concern for getting gas to 
your customers at the lowest possible rate, why, on that 
basis, wouldn’t the Columbia system be interested in buying 
this gas? 

A. Basically because we think it is an uneconomic type 
of service, and we feel that it is better not to have that 


[1418] 


kind of service, and we would rather purchase at a higher 
load factor, and handle our own storage. 


Counsel: Skinner 


Witness: Batten 


Q. Mr. Batten, my questions go really to a clarification 
of Columbia’s position in this proceeding. Is Columbia 
opposed, as a matter of basic policy and principle, to the 


rendering of a storage service, or a WS type service, by 


its pipeline supplier? 
A. No. 
Q. Well, [had gotten the impression, perhaps incorrectly, 


[1419] 


from statements that have been made, and from the testi- 
mony submitted by the Columbia companies, that they 
felt that this storage should be used for other purposes. 
Is it your position that the storage should not be used for 
other purposes? 

A. No. I think our whole position in this is that with 
respect to winter service, this ou-t to carry its own weight, 
and that it should not become a burden on customers who 
are not making use of it. 

Q. But as far as the principle of rendering a storage 
service, you have no objection to the utilization of storage 
for that purpose, or a WS service? 
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Mr. Harr: Could you define a little more just what you 
mean by the use of storage for that service? 

Mr. Sxuvner: I think it is very clear, Mr. Hart. 

There are storage facilities available, and those storage 
facilities I think we have agreed can be used for the pur- 
pose of supplying WS customers. Now, I am not going 
into the question of whether you can trace one single Mef 
from storage to a particular customer. But I am now 
referring to the dedication of storage, the use of storage, 
in order to make a certain service possible. Is the—are 
the Columbia companies opposed to that? 


A. I misunderstood you earlier. I think we are opposed 
to the dedication of any specific set of facilities 


[1420] 


for any specific group of customers or any special service. 
My first answer went to the fact that we are not opposed 
to the use of storage as such. Obviously, we use it a great 
deal. But we think it becomes a part of the total system 


operation. 

Q. And you would have no objection, then, to the ren- 
dering of a storage type service, however, where the cus- 
tomers would back off on their takes, and that gas would be 
put into storage, and would later be made available to the 
customers? 

A. Again, on the assumption that we are not, for rate 
purposes, segregating certain facilities, and that this service 
would pay its way, we have no objection. 

Q. Do the Columbia companies have any objection to 
the ACQ service? 

A. IT have not heard any objection discussed, and I am 
not really familiar with it. 

Q. As far as you know, neither in the past nor in the 
present have they had any objection to the ACQ service, 
or to the rate to be charged for the ACQ service, is that 
correct? 
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A. I don’t think they have. I may be misinformed, but 
that is my impression. 


[1429] 
Counsel: Hart 


Witness: Batten 


Q. Mr. Batten, do you have any reason to change the 
[1430] 


policy reason which you gave on page 2 of your direct 
testimony for Columbia’s opposition in this proceeding? 

A. No, to the best of my knowledge, that is the true 
complete answer to our objection. 

Q. Is it a fair characterization of your position that 
while you may not—while you would not object to the 
pipeline supplier, Texas Eastern in this case, installing 
storage facilities to serve either a GS or WS customer, 
that you would object if the rates to those customers were 
premised on the segregation or dedication of storage to 
that—those particular customers? 

A. That is correct. 

Q. In regard to the line of questions asked by Mr. Deakins 
of you on this diagram No. 3, Exhibit 155, is it a fair 
characterization of your position that you feel that the 
costs of all facilities, storage as well as additional pipeline, 
such as was involved in his hypothetical example, should 
be rolled in, and that the rates to all customers, based upon 
a fair allocation of all costs, again without segregation of 
storage facilities for any particular class of customer? 

A. That is correct. 


[1444] 
Counsel: Hart 


Witness: Stockhausen 


Mr. Harr: Mr. Stockhausen, are you familiar with the 
sentence Mr. Sullivan was referring to, page 19 of your 
Exhibit 148, the prepared testimony of market witnesses? 

The Wirness: Yes. 

Mr. Hart: Do you want to read that first and then see 
if you think it requires any change? 

The Wirness: By this I mean that my understanding of 
the customers’ testimony was that they as a group gen- 
erally, without identifying specific customers, had indicated 
that they had made no studies to determine whether the 
WS rate would be acceptable to them if it were slightly 
higher or considerably higher. Apparently they were only 
interested in the rate in the general range proposed by 
Texas Eastern, or at least that proposed by the Commis- 
sion in the last year’s temporary. 


Now, I should have said, perhaps, that in my opinion 
such rates are not just and reasonable. 

Presiding Examryer: That is what I think you meant. 

Mr. Hart: If you insert after the ‘‘which”’ there in the 
next and last line, ‘‘which in my opinion’’—is that your 
meaning? 


[1445] 
The Wrrness: Yes. 
Counsel: Deakins 
Witness: Stockhausen 


If you will look at line 5 on page 19 of Exhibit 48— 
excuse me, I misspoke myself—if you will examine line 5 
of page 19 of Exhibit 148, you will find the word ‘‘promo- 
tional’? in quotes. Yesterday Mr. Batten said that he 
thought probably he should have left that word out in 
referring to this rate. 
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Now, would you like to leave that word out in this testi- 
mony also? Do you actually think as he did that ‘‘promo- 
tional’? means something other than as used here? 

I appreciate it, and if you strike it out I wouldn’t hold 
it against you. 

A. I would not object to substituting the word ‘‘competi- 
tive’? for ‘‘promotional”’. 

Q. As a matter of fact, that would be a better word, 
wouldn’t it? 

A. Yes. 


* - 


[1456] 


Counsel: Deakins 
Witness: Stockhausen 


Q. Now, isn’t it a fact that prior to the development of 
Oakford storage, Texas Eastern didn’t provide any GS 
service? 

A. I believe that is correct. 

Q. And incidentally, Mr. Stockhausen, the case in which 
the storage field was—the development of the storage 


[1457] 


field, aside from any sales, was G-1319. Are you familiar 
with that docket? 

A. 1319? 

Q. 1391, excuse me, 1,391. 

A. Yes, I have that before me. 

Q. Do you have that before you? 

A. Yes. That was the docket in which the Oakford 
storage field was activated on the part of Texas Eastern. 

Q. You also know as a matter of fact that prior to the 
development of the Oakford storage, Texas Eastern met 
all its peak day storage commitments from pipeline ca- 
pacity? 

A. Yes, sir. 
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Q. You are also aware that Texas Eastern had at that 
time only one class of service, and that was the DCQ type 
of service? 

A. It was identified by some other terms, I don’t remem- 
ber what they were. 

Q. The same thing as the DCQ service? 

A. Comparable service. 

Q. Are you aware of the fact that at Dockets G-2340 and 
G-2341 the X-28 storage service to Transcontinental Gas 
Pipeline Company was certificated using Oakford storage, 
and that the rates for that service approved by the Com- 
mission were based upon a segregation concept which used 
a portion of deliverability and top storage capacity at Oak- 
ford storage to perform that service? 


[1458] 


A. I am familiar with the fact that in G-2340 the X-28 
service was authorized. However, I am not familiar with 
the Commission’s reasoning behind the rate design. 


Counsel: Deakins 
Witness: Stockhausen 


Q. You state on page 8 of your prepared testimony at 
answer 16 that you did not use the G-18841 method of 
allocation because Texas Eastern eliminate the winter peak- 
ing sales and did not allocate costs to all services, but 
rather, determined the revenues sought from the X-28 serv- 
ice, and that in your opinion those two items completely 
discredited the allocation method used in the G-18841 rate 
filing. 

Now, is it your testimony that either one of these items 
in and of itself is sufficient to completely discredit the 
G-18841 allocation method? 

A. As a cost allocation method, yes. 

Q. Are you aware of the fact that in Docket G-12706 
Texas Eastern also eliminated winter peaking sales as it 
did in docket G-18841? 
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A. Not in its original filing. 
Q. But it did in the subsequent filing? 
A. Yes, and that is the reason I didn’t use them. 


* * * 


[1460] 


Counsel: Deakins 
Witness: Stockhausen 


Q. On page 9 of your prepared testimony you state that 
you believe that all customers should receive the benefit 
of storage, and that all customers should share the costs 
thereof accordingly. 

If, in fact, a customer does not receive any gas as a 
result of the storage, is it your testimony that neverthe- 
less such customer should share the cost of storage? 


Mr. Harr: Mr. Deakins, will you please ask your ques- 
tions a little slower. 
May I have that read? 


(The pending question, as recorded, was read by the 
reporter.) 


The Witness: Yes, I believe that all costs should be 
considered on a rolled-in basis, so long as these customers 
are bearing the costs of high-cost transmission facility, they 
should be entitled to share in the benefits and the costs of 
low-cost storage facilities. 


By Mr. Deaxrns: 


Q. And would that be true whether or not they contribute 
to or receive any benefit from the storage fields? 

A. Yes. 

Q. Now, in one of the examples we showed Mr. Batten 
yesterday where we had one pipeline, one DCQ customer 
in a storage field, he stated, as I recall his testimony, that 
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he didn’t think the one DCQ customer buying from the 
single pipeline should contribute the cost of the storage 
field? 
° * ° 
Counsel: Deakins 
Witness: Stockhausen 


Mr. Deaxuys: I will have to find it. 
It is on 1401 and 2—it is on 1402 at lines 8 and 9 where 
Mr. Batten said. 


“Under the set of facts outlined I don’t see why he 
should pay for it.”” 


The Wirness: I agree with Mr. Batten, the fact that the 
pipeline hasn’t got enough capacity to move gas into 
storage, and there is no gas in the storage, under these 
circumstances which you gave him there would certainly 


be no use for the storage field at that time, and no future 
development based on the circumstances as you outlined 
them. 


* + e 
[1462] 
Counsel: Deakins 
Witness: Stockhausen 


Now, do you believe that the determination of what 
classes of service received gas as a result of storage is an 


[1463] 


element of the design of the system or not? 

A. I believe the storage—although I am not a pipeline 
engineer—— 

Q. I understand that. I use that in the sense, Mr. 
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Stockhausen, to be fair to you, as a cost allocation, they 
are related in some sense, aren’t they? 

A. I believe that storage is and should be used for the 
benefit of all customers, regardless of rate schedule. 

Q. Yes, but the determination of what classes of service 
get this gas as a result of storage is seriously affected by 
pipeline design, is it not? 

* * * 

[1465] 
Counsel: Deakins 
Witness: Stockhausen 


Mr. Deaxrys: Will you read that question I asked back, 
please. 


(The pending question was read by the reporter as 
follows: 


“Yes, but the determination of what classes of serv- 


ice get this gas as a result of storage is seriously 
affected by pipeline design, is it not?’’) 


By Mr. Deaxrs: 


Q. I think you answered it. 

A. No, I don’t think I did. 

Q. Okay. 

A. I would say, we are dealing with words again, you 
used the words ‘‘determination of which classes of service 
get this gas’’. 

Q. Yes. 

A. Your own witnesses have testified that nobody knows 
who gets the gas coming out of storage. It is a question of 
whether the rate should be based on the storage service 
being available; that is another thing. And again I repeat 
what I said before, I believe that storage should be used 
for the benefit of all customers, that storage in effect 
represents 
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capacity available in each zone through displacement. 

Q. Of course, in that sense storage—without the storage 
the gas wouldn’t be available. That is a fact, isn’t it, 
but for storage, the additional service wouldn’t be available. 

A. Are you speaking now of WS? 

Q. Yes. 

A. Without storage it would be probably not available. 

Q. And of course, as you said correctly, we don’t color 
gas red, green or blue, and you can’t tell whether red gas 
goes to one fellow or green gas goes to the other fellow, 
because there isn’t any red or green gas, and it gets com- 
mingled right? 

A. Right. 

Q. Now, isn’t the effect of the manner in which you 
have treated storage in your Exhibit 151 to assume that 
storage on Texas Hastern’s system is physically located at 
the beginning of the pipeline system in Texas? 

A. I don’t think the physical location has anything to 
do with the way I have treated it. 

As I stated before, the storage in effect contributes ca- 
pacity to each zone, and no matter where it is located it 
would still contribute that capacity through displacement. 

Q. Would you read that question back to the witness, 
please? I don’t think he answered my question. 


[1467] 


(The last question, as recorded, was read by the re- 
porter.) 


Mr. Harr: I think that question is a little general. 
The Wrrness: Would you read the answer, please? 


(The last answer, as recorded, was read by the reporter.) 


The Wrrxess: Perhaps a more direct answer to your 
question would be to add the word ‘“‘no’’ before the rest of 
the answer. 


Counsel: Deakins 
Witness: Stockhausen 


Q. I refer you now to Exhibit 151, schedule No. 3. Your 
testimony shows the derivation of the allocation determi- 
nants used by you in allocating costs on schedule 2 of 
Exhibit 151. And on line 8 of schedule 3 you show deliv- 
eries to downstream zones, don’t you? 

A. Yes, sir; for allocation purposes. 

Q. Under the caption ‘‘Peak Volumes, Zone B’’, you 
show a 1,877,705 Mef. delivered from zone B to zone C, 
do you not? 

A. Yes, sir. 

Q. Now, I have just handed you what was Exhibit 7 in 
Docket No. G-12446, et al., which is a flow map entitled 
‘‘Texas Eastern Transmission Corporation, System Peak 
Day’’. 

[1468] 


Isn’t it a fact that the volume of gas flowing from Illinois 


to Indiana, that is, through zone B to zone C through the 
twenty-four inch pipeline, is shown as 275,863 Mcef. at 
14.73 psia? 

A. That is what this exhibit says. 


[1469] 
Counsel: Deakins 
Witness: Stockhausen 


Q. Is it also a fact that the volume of gas flowing between 
Tennessee and Kentucky, that is, from zone B to zone OC 
through the thirty-inch pipeline, is shown as 1,141,816 Mef. 
at 14.73 psia? 


1470 
[1470] 


A. That is what the map shows. 

Q. Mr. Stockhausen, I am not going to ask you to do 
the arithmetic, although I know you could do it. We have 
totaled these figures up and converted them to 15.025 psia, 
and get a result of 1,389,844 Mef. That is approximately 
correct. Would you accept my figures? 

‘A. I would accept them as being approximately what the 
map reflects. 

Q. Converted? 

A. Converted. 

Q. Also the difference between 1,877,705 Mef and 1,389,- 
844 Mef. I calculate to be 487,861 Mef. 

Now, will you accept that figure? 

‘A. I will accept your calculations. 


Counsel: Deakins 
Witness: Stockhausen 


Q. The result is 487,861 Mef., the way I calculate it. 
Isn’t it a fact that the volume of gas which you show on 
line 8 of schedule 3 of Exhibit 151 as being delivered on a 
peak day from zone B to zone C is 487,861 Mef. at 15025 
psia more than the volume shown at being delivered from 
zone B to zone C on a peak day on Texas Eastern’s system 
flow map which is Item E. 


[1471] 


Counsel: Deakins 
Witness: Stockhausen 


A. would say no to that, for this reason, Mr. Deakins: 
These figures shown on line 8 are not intended to show the 
physical transportation of gas. They show the allocation 
volumes used to properly assign costs between zones, 
treating storage as being applicable to all zones. 

Q. Then your allocation volumes don’t represent the 
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capacity of the system, is that correct; that is, the capacity 
of the pipeline system? 


Mr. Harr: As set forth on this map? 


By Mr. Deakins: 


Q. And the manner in which they are handled. 

A. Not on a physical basis as set forth on the flow dia- 
gram. 

Q. You agree, then, that a comparison with the peak 
volumes shown as being delivered from zone A to zone B 
on line 8 of schedule 3 of Exhibit 151, with Exhibit 7 in G- 
12446, that is item E, shows that the peak allocation volume 
used by you is 499,364 Mef. at 15025 psia in excess of that 
shown on item EK? 

A. Yes. 


[1472] 
Counsel: Deakins 
Witness: Stockhausen 


Q. Mr. Stockhausen, in your Schedule 3 of Exhibit 151, 
you treat the peak volumes of gas received from United 
Gas Pipeline at Kosciusko, Mississippi, and from Texas 
Gas Transmission Company, at Lebanon, Ohio, as having 
been physically received by Texas Hastern at each of these 
locations, do you not? 

A. Yes, sir. 

Q. And you treat the gas as coming into the particular 
zones in which it is physically received, do you not? 

A. Yes, sir. 

Q. At the top of page 10 of Exhibit 148, which is your 
prepared testimony, you state that you have not assigned 
any transmission—— 


Counsel: Deakins 
Witness: Stockhausen 


Q. Yes, sir. That you have not assigned any transmis- 
sion commodity costs of Zones A, B, and C, to the X28 
storage service because 98 volumes are handled by the 
Transco System, do you not? 

A. Well, yes, and that is because—— 

Q. That is all—I don’t need the explanation. 


[1473] 
Counsel: Deakins 
Witness: Stockhausen 


The Wrrwxss: What I was going to say is that is because 
Transco incurs the cost of delivering the gas up to Zone 
D, to the extent of the volumes redelivered to Texas Hast- 
ern. I think I made that explanation in my direct testimony. 

By Mr. Deaxrss: 
* * 


Counsel: Deakins 
Witness: Stockhausen 


It necessarily follows, then, that Texas Eastern doesn’t 
physically handle the same volume of X-28 gas in its 
pipelines through Zones A, B, and C. Isn’t that a fact? 


[1474] 


A. They handle the gas through these zones in injecting 
the gas into storage presumably for later redelivery to 
Transco. But such gas is also redelivered by Transco to 
Texas Eastern or its customers within Zone D. 

Q. Well, you know, don’t you, that those volumes that are 
moved are GS gas, not X-28 gas, don’t you, Mr. Stock- 
hausen? 
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A. No, I do not. 

Q. Well, are you familiar with the operation of the X-28 
service on the Texas Eastern System? 

A. I believe I am. 

Q. Mr. Stockhausen, the gas that moves through the 
system is not X-28 gas, is it—it is gas that is committed to 
other customers of Texas Eastern? 

A. I was not trying to be argumentative. 

Q. Yet, I know you are not. 

A. I would say that the gas that moves through these 
zones is part of the general stream of Texas Eastern. It 
is theoretically entered into storage, redelivered—or deliv- 
ered to Transco during the winter months. Transco rede- 
livers equivalent volumes of gas to Texas Eastern or its 
customers. Now, that gas may be finally reflected in Texas 
Eastern’s sales volumes as GS, DCQ, or it could be reflected 
in any rate schedule. 

Q. That gas that Transco delivers is actually delivered 


[1475] 


to Texas Eastern’s customers, is it not, by Transco? 

A. Yes. I believe it is. 

Q. And then gas is put into storage by displacement, 
is that right? 

A. Yes. 


Counsel: Deakins 
Witness: Stockhausen 


Q. Now, for allocation purposes, you disregarded the 
geographical location of receipts of peak volumes of gas 
from storage, but have recognized geographical locations 
of the receipts of peak volumes of gas by Texas Eastern 
from other pipeline companies, have you not? 

Yes, sir. 


1476 
[1476] 


Q. On the other hand, your allocation method used in 
Exhibit 151 assigns transmission demand costs in Zones A, 
B, and C to X-28 service, based on the assumed transporta- 
tion through those zones of the peak volumes available 
ander the X-28 rate schedule, does it not? 

A. It does, except I would take exception to the word 
‘¢assumed transportation.”’ 

Q. You have to assume transportation in order to make 
an allocation, don’t you? 

A. The assumption is not necessarily that the gas was 
physically transported through the zones. The method of 
devising the allocation factors is to properly charge all 
sales volumes with the cost of gas originating from storage, 
and in effect reflects storage as being additional capacity 
in each zone. 


Q. Well, therefore, your answer is yes, and that is it is 


based on an assumption that the gas is moved through 
the system, isn’t it? 


A. Well, I think my answer was yes. 


[1477] 
Counsel: Deakins 
Witness: Stockhausen 


Q. Did you find it, Mr. Witness? 
A. Page 11? 


Q. Yes, sir. Let 'me give you this question over again. 
You testified on page 11 that the zone by zone allocation 
reflected in Exhibit 151 should be used as the basis for deter- 
mining the proper level of the WS rate, did you not? 

A. I did. 


Q. You have also testified on page 9 that all customers 
should receive the benefits of and pay for the cost of storage, 
did you not? 

A. I did. 
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Q. Isn’t it a fact that in Exhibit 151 you have not charged 
any of the Zone D transmission costs to Zones A, B, or C? 

A. That is correct. 

Q. Isn’t it a fact that in order to deliver to and withdraw 
gas from Leidy storage, it is necessary to use transmission 
facilities located in Zone D? 

A. Physically, yes. 

Q. All right. Thank you. 

If all customers of the system benefit from storage, as 
you claim, then shouldn’t customers in Zones A, B, and C 
share the costs of these Zone D transmission facilities 
necessary to deliver to and withdraw gas from the Leidy 
Field? 

[1478] 

A. No. 

Q. Is it your position now that while Zones A, B and C 
should share the benefits of storage, they should not pay 
any costs of transmission facilities of Zone D which make 
the Leidy Storage beneficial to the entire system under your 
theory? 

A. I don’t think that necessarily follows. 

Q. How do you get the gas out of storage, then? 

A. It is not a question of getting the gas out of storage. 
It is a question the capacity required south of storage 
which would otherwise be necessary, which would have to 
be shared by Zone D. 

Q. Well, the fact is you want to benefit from the stor- 
age, but not pay the cost of it, is that it? 

A. No. 


[1479] 
Counsel: Deakins 


Witness: Stockhausen 


Presiding Examiner: Now, which is it, you don’t want 
to benefit from the storage, or you don’t want to pay the 
costs? 
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The Wrrwess: I think the question inferred that we wanted 
to benefit from storage, but we are not willing to pay the 
costs associated to it. 

Presiding Examrner: So the answer is partly yes, we do 
want the benefits of storage, but we don’t want to pay the 
costs of it. Is that the answer? 

The Wrirness: No, sir. The answer is we do want the 
benefits from storage and are willing to pay the proper 
costs associated with it. 


Counsel: Deakins 
Witness: Stockhausen 


Q. Then why did you not assign the Zone D transmission 
costs to the other zones, A, B, and C? 
A. Because those costs don’t go to the benefit of the 
customers in Zones A, B and C. 
Q. Now, you buy lots of gas in Zone C, don’t you? 
A. And in Zone D. 
[1480] 


Q. Yes, sir. But the only way you can get gas in the 
Leidy storage is by the use of the transmission facilities in 
Zone D? 

A. Not put gas into storage. 

Q. Well, it is physically located there, isn’t it? 

A. Yes, but you have to make use of Zones A, B, and C 
in order to get it into storage. 

Q. But you have to use facilities with other facilities 
which are located in Zone D in order to put gas into 
Leidy storage. You absolutely have to do it, don’t you? 

A. Yes. 

Q. In the zone by zone allocation method which you 
sponsor, and which I understand you say that is the way 
to determine these costs—isn’t that right? 

A. Yes, in this case. 


* ° * 


Counsel: Deakins 
Witness: Stockhausen 


The Wrrwezés: I would like to refer you to my answer at 
transcript—Exhibit 148, page 17, the last paragraph of 
Question 30. 


By Mr. Deaxrns: 
Q. Did you say you wanted to rephrase the answer? 


[1481] 


A. No, refer you to it. 

Q. Okay. 

A. Wherein I state that either a proper zone allocation 
should be used, which is that normally used in a rate 
case, or in the absence of a rate determination based on the 
normal rate criteria, rate-making criteria, then the incre- 
mental cost study presented by Mr. Nissel in his exhibit 
originally marked N-4, and now identified as 145, should 


be used if thenormal certificate type rate should be 
designed. 


[1482] 
Counsel: Deakins 
Witness: Stockhausen 


Q. Now, what of the cost allocation studies is the Colum- 
bia System relying on in this ease? Which one? Is it 
yours, Mr. Stockhausen, your S-3? 

A. If the Commission chooses to determine this rate—— 

Q. Right. 

A. —on the basis of the normal certificate approach, then 
I would say that the cost allocation presented, or the identi- 
fication of cost determined in Exhibit 145 should be used. 

Q. Whose is that? 

A. Mr. Nissel’s. 
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Q. All right. 

A. If, on the other hand, the Commission should deter- 
mine the WS rate in these proceedings on a just and rea- 
sonable normal rate-making criteria, then I believe that 
my exhibit, which is Exhibit No. 151, should be the basis 
for the determination of such costs. 


Mr. Hart: 


[1483] 


And I think this is along the same lines. We are putting 
in this information in evidence, because we think it should 
be in the record. And we will make such use of it in our 
briefs as we feel is appropriate. 


Counsel: Deakins 
Witness: Stockhausen 


Well, Mr. Stockhausen, the effect of the zone by zone 
allocation method proposed by you is to consider each zone 
as a separate entity or as if it were a 


[1484] 


separate company. Isn’t that a fact? 

‘A. With the exception of the storage costs, yes, sir. 

Q. You take, for example—you have Zone A, you transfer 
the costs into Zone B. It is just like you are selling the gas 
to Zone B, and then you take out whatever is sold there, 
and sell what is left over to Zone C, and on up the line. 

A. That is correct, giving consideration to storage. 

Q. Yes, sir. And you think the storage ought to be treated 
as you have stated in your testimony? 

A. Yes, sir. 

Q. Mr. Stockhausen, at page 18 of your prepared testi- 
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mony, you characterize the winter service as a marginal 
service. And then you went on to say, and I quote, ‘‘Once 
facilities for such a marginal market are installed, there 
is a definite tendency on the part of the supplier and the 
Commission to classify and allocate costs in such a manner 
as to shift costs from such marginal markets to other cus- 
tomers.’’ Did I read that correctly? 

A. Yes. 

Q. Now, to the extent that your answer refers to the 
Commission, does it mean that you believe that the Com- 
mission would shift costs from one class of customers to 
another in violation of its obligations under the Natural 
Gas Act to determine just and reasonable rates? 


[1485] 


Mr. Harr: I think that testimony speaks for itself, Your 
Honor. 

Mr. Deakins: Was that an objection, Mr. Hart? 

Mr. Harr: Yes, sir. 

Presiding Examryer: Well, sometimes evidence is so 
clean the man couldn’t make it any clearer. Maybe that is 
true. If so, I think he can say so. 

The Witness: My opinion is that once a rate has been 
established, there is a lot of consideration, whether prop- 
erly or not, given by all parties to the historical relation- 
ship of rates which may not be a proper relationship on 
a cost basis. 


By Mr. Dzaxgrns: 


Q. It is reflected in a cost determination, is it? 


Mr. Hart: What is reflected in a cost determination? 

Mr. Deakins: This matter he testified to. Didn’t you 
hear him? Read the answer back to Mr. Hart, will you 
please? 


(The answer, as recorded, was read by the reporter.) 
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By Mr. Deaxmss: 


Q. When you are referring to all parties, did you include 
the Commission as one of the parties? 

A. I believe that is a tendency, even with the Commis- 
sion. 


[1486] 


Q. Well, now does the Columbia companies follow that 
same pattern in determining matters of this type? 


Mr. Harr: I think that question is too vague, Your 
Honor. I, for one, don’t understand it. 


By Mr. Dezaxrns: 


Q. Well, do they consider these matters in determining 
whether a rate is proper or not? 

A. You mean historical relationship? 

Q. Sure. Just what you testified to. 

A. Certainly. 

Q. Allright. Did you do that in Exhibit S-3, which is Ex- 
hibit 151 in these proceedings? 

A. I believe my testimony states that I did not attempt 
to design rates. I attempted to allocate the proper cost to 
the rates. The historical weight comes in the matter of 
rate design, not in the matter of cost allocation. 

Q. Well, then, you would not say that what you have 
come up with is a proper rate necessarily, would you? 

A. No, I wouldn’t. In fact, I think it is too low. 


Counsel: Deakins 
Witness: Stockhausen 


At Answer 21, on page 11 of your prepared testimony, 
you testified to the effect that Texas Eastern is attempting 
to take away from its existing customers a portion of the 
Oakford Storage field previously used for the benefit 
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of other customers. You haven’t made an enginering study 
of the Texas Eastern System, have you, Mr. Stockhausen? 

A. No, I have not made such a study. 

Q. And you are not trained to do that, are you? I think 
that is what you said earlier. 

A. I am not a pipeline engineer. 

Q. Yes, sir. And as a matter of fact, you are really not 
an operation man. I mean you have never been a dis- 
patcher, have you? 

A. No. 

Q. Not trained in the operation of a major pipeline, such 
as Texas EHastern, Tennessee Gas? 

A. No. 

Q. Physical operation. And you have not made a study 
of the Texas Eastern Pipeline operations over the past 
years in order to determine the use which Texas Eastern 
has actually made of Oakford storage, have you? 

A. Not personally, but our company has. 


* ad * 


[1491] 


Counsel: Caskin 
Witness: Stockhausen 


Q. On Exhibit 151, both Schedules 1 and 2 indicate, do 
they not, that you did not assign any transmission com- 
modity costs to Zone D for the X-28 service? 

A. That is correct. 

Q. Can you explain the discrepancy between your testi- 
mony and exhibit? 

A. I don’t think there is a discrepancy. The reason no 
transmission commodity costs were assigned to X-28 is that 
Transco actually incurs such costs all the way through Zone 
D, and should not, as a cost allocation matter, be assigned 
transmission costs. 

Q. But doesn’t Schedule 1 of Exhibit 151 show an assign- 
ment of $49,011 to X-28? 
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A. Yes, sir. And if you refer to— 

Q. And is not that $49,011 commodity storage costs, as 
indicated on Schedule 2 of that same exhibit? 

A. Column 17 of that exhibit, yes, that is storage com- 
modity costs. 

Q. Well, all I am asking you is shouldn’t your statement 
on page 10 of your Exhibit 148 state that the X-28 service 
should not be assigned any of the Zone A, 


[1492] 


B, C or D, transmission commodity costs? 

A. Yes. s 

Q. Now, on your Exhibit 150, Schedule 2, you have di- 
vided the total demand costs in Zone A, which is shown on 
line 10, column D of Schedule 2, by the peak volume of 
1,215,804 Mef, shown on column B of that same line, have 
you not? 

A. Yes. 

Q. And that peak volume figure of 1,215,804 comes from 
Schedule 3, of this same exhibit, does it not? 

A. It does. 

Q. Now, in your Exhibit 151, Schedule 2, line 10, you 
divided the demand costs in Zone A, which show up under 
Column 4, by the peak volume of 1,783,322 Mef, which shows 
up in Column 2, do you not? 

A. Yes. 

Q. Well, it just follows, from the comparison of Exhibit 
150 and 151, in the respect I have just brought to your atten- 
tion, does it not, that you have used in Exhibit 151, for 
dividing demand costs in Zone A, a volume greater by 
567,518 Mef than the ones that were used in 150? 

A. Yes, I believe Exhibit 150 is in error to that extent. 

Q. What is that? 

A. I believe that Exhibit 150 is in error to that extent. 


[1493] 


150 only reflects Texas Hastern’s—— 

Q. Yes, I understand your testimony. And this addi- 
tional volume of 567,518 Mef represents the volume of gas 
which it is estimated will be withdrawn from both Oakford 
and Leidy storage fields in the State of Pennsylvania, does 
it not? 

A. That is correct. 

Q. Then it is true, is it not, that the effect of what you 
have done for costing purposes with respect to Zone A in 
Exhibit 151 is to assume that the storage withdrawals which 
actually enter the pipeline in Pennsylvania are entering 
the pipeline in Texas, or Zone A, is that not correct? 

A. I believe I answered a similar question of Mr. Deakins 
to that extent. 

Q. I know that. 

A. My assumption is that no matter where these storage 
fields are located, all sales should benefit from the deliv- 
erability from storage in that storage of itself is not a 
source of supply. 

Q. Then your answer to my question is yes, is it not? 

A. Well, not necessarily that was in Zone A. It: could 
have been any place—— 

Q. You assume it for costing purposes, did you not? 

A. I just assume it is part of the system transmission. 

Q. And it is true, in regard to this particular example 
that I bring to your attention, as you indicated in your 


[1494] 


responses to Mr. Deakins relative to Item 7 in this proceed- 
ing—Item F in this proceeding, that you disregard 
whether or not the capacity of the physical facilities are 
capable of handling the volumes which you use for allocating 
costs. Is that not correct? 

A. May I qualify something to the extent that I don’t 
think I have ever said that in my opinion Item F reflected 
the capacity of Texas Eastern’s system. 
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Q. Well, when you determined for cost allocation pur- 
poses, for allocating demand costs in Zone A, that 1,783,322 
Mcf was passing through that zone, had you made any 
study to find out whether or not that zone had the physical 
capacity to handle those volumes? 

A. For cost allocation purposes, that doesn’t physically 
—that doesn’t matter. 

Q. Your answer is no, is it not? 

A. It is no. 


[1495] 


Counsel: Caskin 
Witness: Stockhausen 


Presiding Examiner: Now, your answer won’t be dif- 
ferent, in other words, if it were shown to you—what I am 
trying to get at is, you have tried to duck, it seems to me, the 
matter of capacity even when you were looking at this 
exhibit. You kept saying the map shows that. You 
wouldn’t take any position. Now, if you don’t take a posi- 
tion, you at least have to take a position it seems to me with 
regard to whether or not it does matter. After all, there 
is some proof here as to what capacity is. Now, if capacity 
doesn’t matter, that is one thing. I am just trying to get 
ambiguity out of here, or indefiniteness. I don’t care what 
your answer is. But I want it clear enough to know. You 
say now that you don’t care whether there is capacity there 
or not. That means then, if I am construing it right, and I 
am trying to get this definite, that even though there was 
not the capacity in the line, you would nevertheless still 
allocate that way? 

The Wrrness: Since storage represents capacity avail- 
able throughout the systems. 

Presiding Exammvzr: The answer is yes? 

The Wrrness: Yes, sir. 


[1497] 
Counsel: Caskin 
Witness: Stockhausen 


Q. Now, Mr. Stockhausen, is it true that under your 
allocation method, demonstrated on Exhibit 152,—excuse 
me—Exhibit 151, that the customers closest to the points 
of original gas supply where the gas is purchased by Texas 
Eastern are given the benefits of such relative proximity to 
such sources of supply by the assignment to them of smaller 
transmission costs per Mef than the customers who are lo- 
cated at greater distances from the gas purchase point? 

A. Yes, sir. 

Q. You said yes? 

A. Yes. 

Q. You shook your head. I didn’t understand it. You 
said yes? 

A. Yes, I did. 

Q. Is it also true that in the case of underground storage 
fields which are located at some considerable distance from 
the sources of original gas supply, you have decided that 
proximity to storage fields should be ignored and that 
every customer on the system, including those to whom 
low pipe line costs have been assigned because of their 
nearness to the source of original gas supply, should benefit 
from the existence of storage? 

A. That is my position since storage is not a source 
of supply. 

[1498] 


Q. But the answer is yes. Isn’t it true that in Exhibit 
151, storage demand costs have been spread among the 
various services in the zones in proportion to peak day 
deliveries and storage commodity costs have been assigned 
in proportion to annual deliveries? 

A. Yes. 

Q. Is it true, then, that under this method, a greater 
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amount of storage costs is assigned to high load factor 
customers than to low load factor customers? 

A. Not on a per Mef basis, but on a total cost basis, yes. 

Q. And on an annual Mef basis? 

A. On an annual Mef basis, since the rate per Mef is 
uniform. 

Q. Now, then, as a result, isn’t it true that your method 
results in assigning a relatively greater percentage of in- 
expensive storage facilities and a relatively smaller propor- 
tion of the more expensive pipe line facilities to high load 
factor customers than to the low load factor customers? 

A. Per Mef basis or total cost basis? 

Q. Total cost. 

A. Mathematically, that is what results. 

Q. Under this procedure of costing, reflected in Ex- 
hibit 151, are you not in effect assuming that each of the 


[1499] 


various customers has made available to the storage field 
an amount of gas proportional to the annual sales of such 
customers? 

A. Not necessarily. 

Q. Well, what is your basis for that answer? 

A. My assumption is that storage is made possible by 
all customers on the system. 

Q. Even if they purchase at 100 per cent load factor? 

A. Yes—without the 100 per cent load factor customers, 
storage would never have been developed. 


Presiding Examrver: I am a little nebulous as to what 
you mean by not necessarily. Suppose you had done what 
he said. Wouldn’t you come out where you are? 

The Wrrvess: Well, Your Honor, the question was, as I 
understood it, did I assume that all sales contributed to 
the injection of gas into storage. 

Presiding Examrvzr: Read the question. 


(‘The question, as recorded, was read by the reporter.) 
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Presiding Examiner: I don’t understand ‘‘makes possi- 
ble.’? That is the reason I decided to come into it. You said 
‘‘makes possible.’? What do you mean by that? Did they 
find it? Did they lend the money? They certainly didn’t 
furnish gas. That is correct, is it not? They didn’t furnish 
any gas to storage, did they, because they didn’t give up 


any gas. 
[1500] 


The Wirness: Well, to that extent they didn’t furnish 
any gas, no. 

Presiding Examiner: Well, that is exactly his question. 
You didn’t furnish any gas. So yet you assume that you 
must have furnished something. Now, what did you fur- 
nish? You say you furnished storage. You made storage 
possible. I don’t know what you mean by that. 

The Wrrness: Well, without the existence of the pipe 
line system, storage would never have been developed. And 
the pipe line is basically developed on the basis of the 
DCQ customers. 

Presiding Examrver: If you didn’t have a chicken you 
wouldn’t have an egg. It doesn’t matter which one came 
first. But that is not saying very much, is it? 

Mr. Hart: I don’t know about that, Your Honor. I refer 
Your Honor to the Northern Natural opinion. The witness’ 
answer is quite accurate. 

Presiding Examrver: Well, what is it that a 100 per cent 
customer furnishes to storage. That is what I want to 
know. You are saying it furnishes. What is it? That is 
all I am trying to find out. I just want definiteness enough 
to be able to nail it down and wright it up. 

The Witness: Well, a more complete answer might be, 
Your Honor, that the 100 per cent load factor customers 
share in the cost of other expansion programs of a system 
in the trans- 

[1501] 


mission system particularly, and such expansion programs 
are somewhat more costly than the storage expansion. 
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Now, the fact that the DCQ customers share in the expan- 
sion of the system, which expansion makes storage possible 
in the long run, through excess or off-peak capacity, then 
those customers are contributing to storage. 


Presiding Examiner 


Witness: Stockhausen 


Presiding ExaMINER: Although they contribute no gas 
to it, and take the 100 per cent of the pipe line capacity that 
is available. Somebody else, now, that pays at the same 
relative rate on your overall zones, and does not take all 
of it, and therefore pays at a higher rate, because they 
don’t take it at that high load factor, furnishes the gas. 
And yet it is the 100 per cent load factor person that 
doesn’t furnish the gas that is to get the benefit. Is that 
the idea? 

The Wirness: Well not completely. As I said, the contri- 
bution towards the transmission system has to be con- 
sidered. 

Presiding Examiner: That comes pretty close to an eval- 
nation of what has been said, in my opinion. 


[1507] 
Counsel: Lewnes 


Witness: Stockhausen 


Q. Well, are you also familiar with the fact that in reply 
to a question asked by Mr. Hart, that Mr. Curry testified 
that the concept was—this was in the design of the tem- 
porary rate—was that this was in effect the beginning of 
a 20 year service, and the cost of service was really based 
upon the facilities needed for the 20 year service? 

A. I didn’t realize that he had said that, and it surprised 


me. 
Q. Well, it is on the transcript, 1223. 
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Now, in the light of that statement would you care to 
change your direct testimony in regard to that section that 
states that this is confirmed by the fact? 

A. I don’t know that I could change my testimony. I mean 
I don’t know that to be a fact. I have not seen the studies. 

Q. You just disbelieve Mr. Curry’s testimony? 

A. I can’t say J disbelieve it. 


* * * 


[1524] 
Counsel: Hart 


Witness: Stockhausen 


Q. Mr. Stockhausen, Mr. Deakins asked you had you con- 
sidered the $1.09 which you show as the unit cost of service 
on your Exhibit 151 and 152 appropriate for WS service. 

I believe your answer was, no, it is too low. 

Will you please explain that answer a little further? 

A. Just for the record, his reference, I think, should have 
been 151 and—yon did say 152, didn’t you? 

Q. Yes. 

A. And the rate is $1.10 instead of $1.09. 

Q. Excuse me. 

A. As I understood Mr. Deakins’ question, I had stated 
that the cost, allocated cost of rendering this service, would 
be $1.10. His question, as I understood it, refer to the 
matter of rate design. My answer that I gave, I said that 
the $1.10 was low, and by that I meant to say that as a 
matter of rate design Texas Eastern has historically de- 
viated from the Seaboard allocation principle, classifica- 
tion and allocation principle, in designing its rates. The 
$1.10 results 

[1525] 


from the use of the Seaboard classification. 

Now, following the historical rate design used by Texas 
Eastern in its GS and DCQ rates, I would assume that 
application of those rate design principles would result 
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in a rate in excess—in a WS rate in excess of $1.10, prob- 
ably in the neighborhood of the GS rate at the sixteen 
percent of fourteen percent load factor. 

Q. And what would that be? 

A. That would be in the neigbhorhood of $1.30. 

Q. Is it your basic position as to your exhibits that the 
$1.10 shown therein represents the cost, the unit cost of 
the WS service, and that that unit cost is the—should be 
the starting point from which the WS rate—upon which 
the WS rate should be based; in other words, that great 
weight should be given to the unit cost? 

A. Certainly cost should be the major consideration given 
in designing rates. Of course, $1.10 is based on a rate of 
return of six and three quarters. Again, that would depend 
on the Commission’s determination as to the proper rate 
of return for Texas Hastern. 

Q. In response, to Mr. Caskin and to the Examiner, you 
gave some answers relating to the extent to which you 
considered the capacity limitations within each zone in 
allocating costs. And I think that those answers aren’t too 


clear. 
[1526] 


Can you clarify your position on that? 

A. Well, let me explain it this way. ; 

Texas Eastern’s system is designed to meet the maximum 
daily quantities of its customers either through flow ca- 
pacity or through storage capacity. Storage capacity is 
available in each zone either directly or by displacement. 

Now, in arriving at my allocation determinants, I have 
allocated transmission and storage demand in proportion 
to the MDQ’s, and thereby recognize the fact that the 
excess MDQ’s used as allocation factors, or volumes, I 
should say, overthrow capacity, is made up of storage ca- 
pacity. 


Counsel: Deakins 


Witness: Stockhausen 


Q. Mr. Stockhausen, you know you said storage capacity 
is available either directly or by displacement. 

A. That is correct. 

Q. How can a one hundred percent load factor customer 
take anything by displacement, any gas by displacement? 

He buys every day of the year at one hundred percent 


[1527] 


load factor. Now, I can’t understand—— 

A. There may be times whenever the gas can’t reach 
the hundred percent load factor capacity from flow, for 
instance, on days when zone B WS customers could con- 
ceivably take gas out of flow capacity, and according to 
some flow diagrams I have seen, I have seen gas flowing 
south to DCQ, or in the area of DCQ customers. 

Q. I am talking about a DCQ customer west of storage 
for which one hundred percent load factor capacity has 
been built and designed into the pipeline system, and if 
there is you will have to admit that, won’t you? 

A. Yes. 

Q. Then you bill seventy-four percent to the GS though 
contributed to storage. Now, how can the displacement have 
been used west of storage by a hundred percent load factor 
customer, ever? 

A. I think it is conceivable. 

Q. I have some difficulty conceiving it. But of course 
you said you didn’t know anything about design or opera- 
tions. 

A. I didn’t say that. I said I am not a pipeline design 
engineer. 

Q. Now, have you made a study to determine this $1.30 
cost per Mef. that Mr. Hart was able to get out of you on 
redirect, did you make such a study? 

A. Exhibit No. 152, column 4, line 15, shows the average 
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cost of gas under the GSD rate schedule at 14.4 percent 
load factor. That is the basis of the $1.30 figure. 


Q. Is that the extent of your study? 
A. Yes, sir. 


Counsel: Deakins 
Witness: Stockhausen 


Q. ‘‘And would you say as a matter of policy that it is 
the policy of the Columbia system to determine costs on 
that basis, that is a zone by zone basis?’’ 


And he said: 
(73 Yes, ” 


Now, have you had any instructions from your superiors, 
if you had a choice to make, which of the allocation meth- 
ods you should make or which you should follow? 


A, I don’t quite understand your question, Mr. Deakins, 


[1529] 


for this reason: You refer to Mr. Batten’s statement where 
he said that this is a proper method of allocating costs. 
You used the word ‘‘costs”. And as I said, on a zone by 
zone approach, this exhibit is the proper method of deter- 
mining the minimum costs assignable to WS service. 

Now, the question in regard to the $1.30 was a question 
which he raised this morning, in that you raised a question 
as to rate design. Now, there is a difference between cost 
and rate design. 

Q. Of course, you disqualified yourself as a design man. 

A. I didn’t disqualify myself, I just said that I was not 
attempting at this point in these exhibits to design a rate. 
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[1532] 
Counsel: Caskin 
Witness: Stockhausen 
By Mr. Casxry: 


Q. Mr. Stockhausen, in response to the question as to 
how storage capacity could be made available by displace- 
ment to a hundred percent load factor customer west of stor- 
age, you said that that was conceivable to you. Did you 
mean that it 


[1533] 


was conceivable to you in your capacity as a cost account- 
ant? 

A. Well, that is a limited capacity that you are using 
there—I would say that it would be conceivable to me with 
my knowledge of rate matters and the operations of various 
systems. 

Q. And the allocation of costs? 

A. Yes, sir. 

Q. You said that you had seen flow diagrams apparently 
where such a thing was possible. 

A. Yes, it was in Texas Eastern—I forget which docket. 

Q. Do you know whether that was a flow diagram that 
was prepared by a cost accountant? 

A. I assume that it wasn’t. 


Mr. Hart: As to the figures Mr. Deakins wanted, as I have 
it here, Mr. Deakins asked forst for the total top storage 
last year 

Mr. Deaxrys: Capacity, wasn’t it, that I asked for? 

Go ahead. 

Mr. Harr: What I have got is the total top storage 
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available for the winter of 1959-60. And that is not turn- 
over, but available. And as of November 1, 1959, that 
figure is 204,582,694 Mef. 

The second item is the total storage withdrawal last year. 
And that, we have for the calendar year 1959, 144,802,981 
Mef. 

Those two figures are on different periods, as you will 
note. 

Thirdly, the percentage of total peak withdrawal, that is, 
the percentage of total gas available which came from stor- 
age, that percentage as of January 21, 1960 was 44.7 per- 
cent. 

And the latest estimate, latest estimated withdrawal from 
storage for February 1, 1960 was 49.7 percent. 

Those are, as I understood, what you wanted, Mr. 
Deakins. 


Counsel: Deakins 


Witness: Nissel 
[1537] 


Dr. Nissel, you have never been over the Texas astern 
System, have you? 

The Witxess: No, not physically. 

Mr. Deakins: Have you ever been in a Texas Hastern 
compressor station? 

The Wirness: I have not gone into a compressor station, 
because I did not believe that it was necessary. 

Mr. Deaxrys: I didn’t ask you that, Doctor; I asked you 
if you had been in a Texas Eastern compressor station. 

The Wrrvess: I have not been in a Texas Eastern com- 
pressor station. 

Mr. Deaxrns: The answer is no? 
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The Wrrness: No. 

Mr. Deaxrys: Did you ever design a major pipeline that 
was constructed, a natural gas pipeline of a thousand miles 
in length or longer which was constructed? 

The Wrrvess: No, I did not design it. 

Mr. Deaxrns: Did you ever operate a natural gas trans- 
mission system involving storage fields and major pipelines 
of thirty, twenty-four and twenty inch diameter, during your 
experience in the business. 

The Wirwess: May I have the question read back, please? 

Mr. Deaxrys: I will admit it wasn’t a very good question. 

Presiding Examrvzr: Read it. 


(The pending question, as recorded, was read by the 
reporter.) 


The Wrrness: I didn’t physically operate a pipeline of 
this kind, no. 


[1544] 


Counsel: Deakins 
Witness: Nissel 


Mr. Deaxixs: As I understood your background from 
your testimony, particularly in Europe, you were princi- 
pally concerned in your business with electric utilities; is 
that correct? 

The Wirxess: That was in Europe my primary vocation. 
I did some work for gas companies too. 

Mr. Deaxrys: I understand that. But primarily it was 
electric? 

The Wirvess: Yes. 

But if I may just qualify one thing, you may admit that 
a man in ten years of hard work in the natural gas business 
may acquire additional experience in a field for which he was 
not necessarily qualified thirty-five years ago. 
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[1546] 
Counsel: Deakins 
Witness: Nissel 


Mr. Deaxrys: In this case? 

The Wrrwess: In this case I didn’t make an economic 
study of that kind, I made a cost analysis. This is a dif- 
ferent thing, and I do want to differentiate it, because a 
cost analysis of the kind I have made in this case, and what 
I understood you termed engineering economic study—this 
is an entirely different thing. 

If you ask me about the kind of work I have done in this 
case, I can give you a very large number of cases for whom 
I have worked—Milwaukee Gas Light Company—— 

Mr. Deaxrys: That is a distributing company? 

The Wirvess: Yes—— 

Mr. Deaxrys: People’s Gas Light and Coal Company. 

The Wrrwess: They have two very important pipelines 
which were included in my studies. 


a e ° 
[1547] 
Counsel: Deakins 


Witness: Nissel 


The Wrryess: I also made a study for the pipeline com- 
pany, for natural gas pipeline, although it was not pre- 
sented as evidence, because it was a certificate proceeding, 
which, as you know, was actually withdrawn, the applica- 
tion. But I made a study. And I made a great number of 
other studies, if you want to use it in a broad sense that 
we are just discussing. 


[1548] 


Counsel: Deakins 
Witness: Nissel 


The Wrrnzss: Yes, I made an extensive study of North- 
ern Natural, and I made an extensive study of Tennessee 
Gas, but I wasn’t able to talk about all these companies, and 
I made very extensive studies on Tennessee Gas, actually, 
which is very similar to the case we are hearing now. 


[1581] 


Here is the question I wanted to ask you. 

If the average interest rate were much lower for financ- 
ing this project, the effect would be to increase Texas 
Eastern’s income tax, would it not; if we paid less interest, 
we would make more money, and therefore the income tax 
would be increased; would it not? 

A. If the over-all interest rate of Texas Eastern were 
less than it is at present—it depends very much, of course, 
on the rate of return you would earn, and very likely you 
would earn a lesser rate of return, the income tax would be 
the same. 

Q. You have changed my question, I think probably not 
intentionally. 

I said, if it were lower for financing this project—you 
see, we came in with a proposal here, what we think it 


[1582] 


will cost—if it were lower, much lower for financing this 
particular project, then the effect would be to increase the 
income tax, would it not? 

A. You still have to make this assumption about the rate 
of return, I am afraid. If the rate of return stays where 
it is—— 

Q. I am not talking about a cost of service, Mr. Nissel, 
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I am just talking about the mechanics of how it would work 
if this situation were exactly as it were, except for the fact 
that it costs less money to finance this project, we would 
make more money and pay more income tax. 

A. I undestand that, Mr. Deakins. 

The only thing is, I think one of the premises has to be 
that you still will earn the same rate of return, and there- 
fore have the return earned on your equity portion will be 
higher than it is here. That is another assumption which 
has to be made. 

Q. That wasn’t what I was asking you, Mr. Nissel. 

‘Would you read the question back to him now, Mr. 
Reporter? 

‘A. I am sorry, I don’t quite follow all the assumptions 
which have to be made. 


(The last question, as recorded, was read by the reporter.) 


Mr. Harr: I think, as Mr. Nissel has indicated, that ques- 
tion is incomplete. 
[1583-1584] 


Presiding Exammver: It is incomplete only in the sense 
that every assumption is, because when you make an as- 
sumption against a set of fact, you necessarily are to under- 
stand the assumption as meaning, all other factors being 
alike. That is an implied base for any assumption of this 
sort. 

So you can add that to it, ‘‘all other factors being the 
same’’. 

Mr. Deaxrvs: Keep the same revenues, but lower the 
interest rate. 

Presiding Examryzr: If you make the change, would that 
be the effect? 

This is a mathematical question, it doesn’t matter whether 
it is answered or not. Some of us know the answer. 

The Wrrxess: This is of course what I tried to imply 
by the return remaining the same, that is to say, the revenue 
remaining the same. If that is the case, it follows mathe- 
matically that the income tax would go up. 
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By Mr. Deaxiys: 


Q. Referring you now to schedule 1 of Exhibit 144— 

A. Schedule 1 of 144? 

Q. Yes, sir. 

A. Thank you. 

Q. Isn’t it a fact that you applied the principle of rolled- 
in income taxes in that case? 


[1585] 


A. Yes, systemwide rolled-in. 

Q. But that is a segregated cost-of-service study, as I 
understand it, is it not? 

A. It follows the arguendo, the segregation of Oakford 
and Leidy. 


[1601] 


Counsel: Deakins 


Witness: Nissel 


Q. Now, referring you to your Exhibit 142, Mr. Nissel 
—do you have that there? 

A. Yes, I have it. 

Q. Will you tell me now why you omitted the month of 
October in that exhibit? 

A. It appears that the average day requirements were 
just about—the average day requirement during the month 
of October as estimated were just about the average day 
flow capacity of 413,000. 

Q. Referring you again to Exhibit 142, what is the source 
of the information shown in columns 2, 3, and 47 

Let me ask you a leading question, Mr. Nissel. 

Isn’t the source of the information shown in columns 2, 
3 and 4, Exhibit 132% 

A. Yes, sir. 

Q. Referring you now to Exhibit 132—do you have a 
copy of that? 
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A. Yes, sir. 

Q. Isn’t it a fact that the estimate of total GS sales in 
zones B, C, and D for the month of October 1962, is 
13,474,319 Mef.? 

A. Do you mind giving me the figure—— 

Q. 13,474,319 Mef. 


[1602] 


Counsel: Deakins 
Witness: Nissel 
The Witness: Very good. I will accept it. 


By Mr. Deakins: 


Q. If the month of October 1962 had been included in 
Exhibit 142, isn’t it a fact that the corresponding pipeline 
flow capacity required to be shown in column 6 would be the 
same as December, and that is, 12,803,000 Mef.? 

A. As shown in my Exhibit 142—— 

Q. You mean yes, is that it, Doctor? 

A. I would like to check it. 

Yes, that would be the case. 

Q. Thank you, sir. 

Would it be necessary to withdraw gas from storage in 
order to meet the October GS sales under the assumption 
which you have made in Exhibit No. 142? 

A. It is correct that there would be a few hundred thou- 
sand more to be withdrawn from storage. 

Q. And that figure, Mr. Nissel, is 671,319 Mef., is it not? 

A. Six hundred—I will accept the figure, subject to check. 

Q. Will you check it, Mr. Nissel? I wouldn’t state it 
incorrectly. 

A. Iam quite sure you wouldn’t. 

Q. Would the total storage withdrawal for GS sales for 


[1603] 


seven months then be 17,947,326 Mcf? 

A. Yes, it would be, but it wouldn’t change my con- 
clusion at all. 

Q. To determine the total requirements of top storage 
gas from Oakford storage it would then be correct to add 
to the 17,900,000 Mef. figure to which you have just testi- 
fied the 2,182,000 Mef. figure shown on line 13 and 12 mil- 
lion Mef. of gas which is reserved for Transcontinental, 
would it not? 

A. You would have to add the 2,182,000 for SGS in ac- 
cordance with my exhibit. Whether you would reserve the 
twelve million in addition, I don’t know. 

Q. The GSA seventeen—— 

A. The SGS would have to be added to that figure. 

Q. And then the total storage for GS sales of 17,947,326 
Mef. would also have to be added, would it not? 

A. The seventeen million, yes, the seventeen million nine 
and the two million one. 


Q. And the twelve million for Transcontinental? 

A. The twelve million for Transcontinental, I don’t know 
what you would do in that case. 

Q. You don’t know that. You don’t know then whether 
that quantity would come out of the pipeline or out of 
storage, do you? 

A. It comes out of the combined storage and pipeline 


[1604] 
capacity on that day. 

Q. I couldn’t see how that could be under your testimony, 
but we will check into that when we get the transcript. I 
guess it is correct, is it not, that the total of those figures 
is 32,100,000 plus Mef.; is that right. 

A. I will accept the addition, yes. 

Q. And the testimony here shows that the top storage 
capacity of Oakford storage is thirty million Mef., does it 
not? You recall that, don’t you? 

A. I recall that, yes. 
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Q. Then under your analysis approximately 2,100,000 
Mef. of gas is required from Oakford storage which is not 
available there; is that right? 

A. I don’t see how that follows. 

Q. Well, we can add those figures up. Thank you very 
much. 

Now, in the case of Exhibit No. 157, that additional vol- 
ume of gas must be provided by pipeline capacity in addi- 
tion to seventy-four percent of the peak day GS MDQ, and 
your use of 413,000 Mef. as the basis of the figures in column 
6 on Exhibit 142 is understated, is it not, Doctor? 
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Texas Eastern TRANSMISSION CORPORATION 
Summary of Winter Service Date for Four Year Development Period—1958-59 Through 1961-62 
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Texas EqertiN TRAN@MISSION CORPORATION 


peemery of Es Annual Basis for Years 1961, 1962 and 1963 
tel cion peat beat) pela and 14.73 psia Preesure Base 


Exh. 1 
Bched. 3 
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Customers Under Long Term Firm Contracts 
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Summary of Estimated WS Deliveries on Annual Basis for Years 1961, 1962 and 1963 
Expressed on both a 15.025 psia and 14.73 peia Pressure Base 
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Texas Eastern TRANSMISSION CORPORATION 


System Gas Balance Year—1961 
(MCF at 15.025 psia) 
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Texas Eastern TRANSMISSION CORPORATION 


System Gas Balance Year—1962 
(MCF at 15.025 peia) 
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Texas EASTERN TRANSMISSION CORPORATION 


System Gas Balance Year—1962 
(MCF at 15.025 psia) 
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Docket No. G-18,969, et al 
Exhibit No. I(iv) 
Hearing Exhibit No. 2 


Texas Eastern TRANSMISSION CORPORATION 


Basic Facrors Usep iw Esrrmatine Forure REquigEMENTS 


This presentation contains estimates of sales on a long 
term firm contract basis, for each of the years 1961, 1962 
and 1963. This presentation contains no estimates of In- 
terruptible Sales since it is not anticipated that any such 
gas will be available. 

For the purpose of estimating long term firm sales, the 
customers were grouped according to the type of rate 
schedule under which service is to be rendered, as outlined 
below: : 


(A) Customers Unver DCQ Rare ScHEDULES (repre- 
senting 70.7% of 1961 estimated total long term firm 
sales) : 


Sales to the following customers are estimated to be at 
an annual load factor of 100%: 


(1) Algonquin Gas Transmission Company 
(2) Carnegie Natural Gas Company 

(3) New Jersey Natural Gas Company 

(4) Philadelphia Gas Works (Div. of U.G.L) 
(5) T. W. Phillips. Gas & Oil Company 


_ The basis of these estimates is the fact that historically 
these customers have purchased approximately all of the 
gas available to them under this type of rate schedule and 
there is nothing to indicate that the same level of pur- 
chases will not be maintained during the three years which 
are being presented here. 

Estimated sales to the following eight customers are 
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based on historical information, or information obtained 
from each customer concerning his estimate of purchases 
during the three years with which we are concerned here, 
or both. All of these customers are maintaining 
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their purchases at a high annual load factor and for this 
presentation the following tabulation indicates the esti- 
mated annual load factor produced by these estimated 
sales: 


Estimated Annual 
Customer Load Factor—% 


1) Brooklyn Union Gas Company 
8 Berouen of Chambersburg, Pa. 


Columbia Gas System, Inc., Subsidiaries. . . 


3, 
4) Consolidated Natural Gas Co., Subsidiari 
5) Equitable Gas Compan: 

6) Indiana Gas & Water Company, Inc.... 
7) National Gas & Oil Corporation 

8) United Natural Gas Company 


The remaining customer purchasing gas under the DCQ 
rate schedule is Texas Gas Transmission Corporation. Es- 
timated sales to this customer are based on historical data 
and it is assumed herein that purchases on an annual basis 
will continue in the same pattern as has been experienced 
in the past. These estimated sales produce an annual load 
factor of 83.8%. 


(B) Customers Unver GS Rate Scuepvuzs (represent- 
ing 22.6% of 1961 estimated long term firm sales) : 


Estimated sales to the following customers are based on 
the assumption that they will purchase all of the gas avail- 
able to them under this rate schedule on an annual basis, 
thus establishing the maximum contract year load factor 
of 74%: 


(1) Algonquin Gas Transmission Company 
(2) Philadelphia Electric Company 

(3) Pottsville Gas Company, et al. 

(4) Public Service Electric and Gas Company 
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These estimates are based on historical data and are 
supported by information required to be supplied annually 
under this rate schedule by each customer in the form of 
a schedule of monthly estimated purchases. 

Estimated sales to the remaining GS customers were 
based also on past experience and were made at approxi- 
mately the same annual load 
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factors as have been established by their purchases in the 
past. These customers and the estimated annual load 
factors are as follows: 


1 
2 
& 
3) Huntingdon Gas Company 
4) Illinois Electric & Gas Compan; 
5) Lewistown Gas Company 
6) Missouri Utilities Compan 
33 Philadelphia Gas Works (Div. of U.G.I.) 
8) Waynesburg Home Gas Company 


Estimated Annual 
Customer Load Factor—% 


(C) Cusromers Unper SGS Rate ScHEpu.es (represent- 
ing 1.3% of 1961 estimated long term firm sales) : 


This group of 47 customers may be described as small 
municipalities, distributing natural gas in the main to meet 
the househeating, cooking and water heating requirements, 
but little industrial. Estimates of sales to this group are 
based on best judgment using as an experience factor 
the annual load factors developed by the customers during 
the years such service has been rendered. Over-all the 
annual load factor developed by this group equals approxi- 
mately 30%. 


(D) Customers Unpver Proposep WS Rare ScHEDULE 
(representing 2.5%, 2.9% and 2.9% of estimated 
long term firm sales for 1961, 1962 and 1963 re- 
spectively) : 


The WS rate schedule provides for deliveries during 
the period of November 16 through April 15 of each win- 
ter season. Therefore, the estimated WS deliveries for 
the calendar year 1961 represent portions of two winter 
seasons duriug which the delivery obligations are based 
on different Maximum Daily Quantities. The estimated 
WS deliveries for the calendar years 1962 and 1963 are 
based on the ultimate Maximum Daily Quantities. 
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The estimated volumes by seasons: are made on the as- 
sumption that the WS customers will purchase their mini- 
mum ‘‘Take or Pay For’’ quantities, which are set forth 
in the Service Agreements as the Winter Contract Quan- 
tity for all customers except for those who have elected 
a portion of their Winter Contract Quantity as Winter 
Storage Quantity. In the latter case the minimum ‘‘Take 
or Pay For”’ quantity is the difference between the Winter 
Contract Quantity and the Winter Storage Quantity. Also, 
included in these estimated WS deliveries are estimated 
Winter Storage Gas deliveries to two customers: Brooklyn 
Union Gas Company and Philadelphia Gas Works, Division 
of U.G.I. These are the only customers that have indi- 
eated plans to make full use of this feature of the rate 
schedule. 


(E) Customer Unper ACQ Rate ScHEDULE (represent- 
ing 2.8% of 1961 estimated long term firm sales) : 


Estimated sales of this gas to Consolidated Natural Gas 
Company subsidiaries are based on the assumption that the 
‘“‘Take or Pay For’’ volumes will be purchased, which rep- 
resents 90% of the applicable Annual Contract Quantity. 
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Exar 5 
Docket No. G-18969 
Exhibit No. G-II Revised 
FeperaL Power Commission 


Texas Eastern Transmission Corporation ENGINEERING 
Desien Data ror Exursit G 


InpEx 
Page No. 


General 
Section (1): Bases, Formulae, and Methods Used 
in Development and Preparation 
of Exhibit G 
Table I—Centrifugal Compressor 
Station Performance 
Table II—Pipeline Mean Flowing 
Temperature 
P & RG-211—Quasi Horsepower 
Requirement 
P & RG-351—Adiabatic Horsepower 
Requirement 
P & RG-15—Compressibility Factor 
Section (2): Description of Pipe and Fittings 
to be Installed 
Section (3): Description of Pipeline Loop to 
be Installed 
Section (4): Data on Facilities Attached to 
Applicant’s System 
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FeperaL PowEr ComMIssion 


Texas Eastern TRANSMISSION Corporation ENGINEERING 
Desicn Data ror EXxHisitT G 


Sheet 1 of Exhibit G is a flow diagram showing maxi- 
mum daily design capacity of the Texas Eastern Trans- 
mission Corporation system east of Station 21-A, Connells- 
ville, Pennsylvania, after completion of the facilities pro- 
posed in this application. It reflects peak day operation 
in the 1961-62 winter season when customer demand has 
reached full authorization of all Texas Eastern Transmis- 
sion Corporation Applications through Docket G-19,575 and 
the full development and demand of the Winter Service re- 
quested in this Application. Sheet 2 of Exhibit G shows 
typical operation of the Penn-Jersey line between Delmont 
and Perulack Station, and of the line from Perulack to the 
Leidy Storage Field during periods in which gas is deliv- 
ered to the field for storage. 


Sheet 1 of Exhibit G includes all the data required by 
the Federal Power Commission Rules for Exhibit G-I. 
Statement of engineering design data for the project fol- 
lows: 


Section (1): 


Volumes delivered to customers are in accordance with 
the maximum Daily Quantities presented in Exhibit X-1, 
Schedule 1, ‘Presently Authorized and Proposed Long 
Term Firm Sales Commitments’’. In addition to service 
of present firm delivery obligations, capacity is also pro- 
vided for the delivery of 319,732 MCFD (14.73 PSIA) of 
Winter Service gas east of Station 21-A, Connellsville, 
Pennsylvania. The balance of 20,992 MCFD (14.73 PSIA), 
for a system total of 340,724 MCFD (14.73 PSIA), is pro- 
posed to be delivered west and south of Station 21-A, Con- 
nellsville, Pennsylvania. Insert B of Exhibit 
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G shows that the total volume delivered to Station 21-A, 
Connellsville, Pennsylvania, by the 20-inch, 24-inch and 30- 
inch lines has been adjusted slightly to reflect minor addi- 
tional sales that have been authorized since the filing of 
Docket G-12446. 

The pipeline gas supply, together with the withdrawal 
from storage fields, is sufficient to meet peak day require- 
ments, including sales, deliveries, and fuel. 

Fuel requirements were based on approximately 10 cubic 
feet per brake horsepower hour. 
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The horsepower required at the reciprocating compres- 
sor stations was determined from TETCO Curve P & RG- 
211, dated May 20, 1952 with corrections made for suction 
temperature and for compressibility using TETCO Curve 
P & RG-15. An example of the horsepower calculation is 
given below: 


Example: Delmont, Pennsylvania, Compressor Station 


Compression ratio Exhibit G 
Suction pressure Exhibit G 
Suction temperature i 
Gas specific gravity Exhibit G 
Gas composition Desi; 
Capacity CF: Exhibit G 


Capacity = 566.202 X 14.73 _ = 
15.025 (15: 0258, 60°F) 
pea HP requirement at So e85 .086 MMCFD = be ae 
mpressibility correction 
Temperature correction = 0 
HP required = 13,240 X .8925 x 1.000 = 11,820 


The horsepower required at the centrifugal compressor 
stations was based upon Texas Hastern’s experience with 
this type of compressor, or upon the Adiabatic HP/ 
MMCFD Curve, P & RG-351, and compressor shaft effi- 
ciency. Corrections for compressibility and suction tem- 
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perature were made. Example: Bechtelsville, Pennsyl- 
vania, Compressor Station 


Capacity = 683,429 (14.73%, 60°F) 
Capacity = 683.429 X 14.7 = 670.012 (15.025%, 60°F) 


15.025 
Compression ratio ‘ 
Adiabatic HP/MMCFD @ 60°F i P & RG-351 
Suction pressure i 
Suction veneer 
Compressibility factor ‘ P& RG-15 
Compressor shaft efficiency = 80.0% 
HIP required = 670.012 X 16.99 X 0062 X532X _1_ = 13,170 Exhibit G 
520 0.80 
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The conventional Panhandle formula was used in the 
pipeline flow calculations with a pipeline efficiency of ap- 
proximately 92%. The Panhandle formula is as follows: 


10) 1 O7est (P? Pp? erased 2 6183 


Q=435.87 E (py “(G 0.8539 TiL) 


Where: 


Q = Rate of gas flow, cubic feet per day, measured 
at pressure base P. and temperature base To 

E = Pipe line flow efficiency, decimal fraction 

|, = Gas measurement temperature base, degrees F. 
absolute 

Pp, = Gas measurement pressure base, psia 

P, = Inlet pressure to a section of line, L, psia 

P. = Outlet pressure to a section of line, L, psia 

G = Specific gravity of flowing gas, Air = 1.0, a 
decimal 

T, = Mean flowing temperature of gas in section L, 
degrees F. absolute 

L = Length of pipe, miles 

ad = Inside diameter of pipe, inches. 
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Specific values of the mean flowing temperature, Tr, 
reflect operating experience,.or were calculated from the 
following equations: 


(To—Te) (1—_1_) 
Tr=Te+( KL KL ) ( KL) 


Where: 


K =0.4254 UexD 
CypXQXG 
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= Mean flowing temperature, ° F. 
= The gas temperature at the inlet to the pipeline 
section, ° F. 
== The average ground temperature at the down- 
stream end of the pipeline section, ° F. 
L = Length of the pipeline section, miles 
U. = Coefficient of heat transfer, 0.6 BTU /hr-ft? —° F. 
D = Outside pipe diameter, inches 
Cp, = Specific heat of the gas at constant pressure, 
0.515 BTU/#—° F. 
Q = Volume throughput, MMCFD at 15.025 psia and 
60° F. 
G = Specific gravity of the flowing gas, a decimal 
(Air = 1.0) 
e = A constant, 2.71828, base of the Naperian loga- 
rithms. 


Values of T; are tabulated in Table IT. 
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CrnrriruGaL Compressor STATION PERFORMANCE FoR Exursrr G 


Taste I 
Required 
No. of Stages Compression Ratio Per Conn ression Stage 
Station No. Operating er Stage Per MMCFD (15. 025% ) 
23 3 1.0989 5.120 
25 1 1.0980 5.031 
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Prezurnz Mzan Fiowinc TEMPERATURE ror ExmsIT G 
Tastz II 
Pipeline Section Mean Flowing Temperature, °F 
Station to Station Single Line Looped Line 
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[1705] 
Section (2): 


The pipe specifications and test methods for the proposed 
pipelines are as follows: 


1. Additional 30” pipeline loop on the line from Delmont, 
Pennsylvania to Station 26, Lambertville, New Jersey 
Pipe: 30” O.D. x 0.375” wall 
Weight: 118.65+/ft. 

Electric weld, API 5LX 

Minimum Specified Yield: 52,000 PSI 

Ultimate: 72,000 PSI 

Mill Test: 1170 PSI 

Test After Construction: Hydrostatic test to at least 
the requirements of the latest revision of American 
Standard Code for Pressure Piping. 


2. 36” pipeline loop on the line from Station 26, Lambert- 
ville, New Jersey to Station 27, Linden, New Jersey 


a. Type “‘C”’ Construction: 


Pipe: 36” O.D. x 0.688” wall 

Weight: 259.284 /ft. 

Electric weld, API 5LX 

Minimum Specified Yield: 52,000 PSI 

Ultimate: 72,000 PSI 

Mill Test: 1790 PSI 

Test after construction: Hydrostatic test to at least 
the requirements of the latest revision of American 
Standard Code for Pressure Piping. 


[1706] 


. Type ‘‘B’’ Construction 
Pipe: 36” x 0.563” 
Weight: 212.894 /ft. 
Electric weld, API 5LX 
Minimum Specified Yield: 52,000 PSI 
Ultimate: 72,000 PSI 
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Mill Test: 1460 PSI 

Test after construction: Hydrostatic test to at least 
the requirements of the latest revision of American 
Standard Code for Pressure Piping. 


3. 30” pipeline loop on the Staten Island lateral 
Pipe: 30” x 0.469” 
Weight: 147.843 /ft. 
Electric weld, API 5LX 
Minimum Specified Yield: 52,000 PSI 
Ultimate: 72,000 PSI 
Mill Test: 1470 PSI 
Test after construction: Hydrostatic test to at least 
the requirements of the latest revision of American 
Standard Code for Pressure Piping. 


24” pipeline from Leidy Storage Field to Perulack, 
Pennsylvania 

Pipe: 24” O.D. x 0.375” wall 

Weight: 94.623 /ft. 

Electric weld, API 5LX 

Minimum Specified Yield: 52,000 PSI 

Ultimate: 72,000 PSI 

Mill Test: 1470 PSI 


[1707] 


Test after construction: Hydrostatic test to at least the 
requirements of the latest revision of American Stand- 
ard Code for Pressure Piping. 


. 20” pipeline loop on the South Philadelphia lateral 
Pipe: 20” O.D. x 0.312” wall 

Weight: 65.71# /ft. 

Electric weld, API 5LX 

Minimum Specified Yield: 52,000 PSI 

Ultimate: 72,000 PSI 

Mill Test: 1460 PSI 

Test after construction: Hydrostatic test to at least 
the requirements of the latest revision of American 
Standard Code for Pressure Piping. 
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Pipe fittings and test specifications for the proposed com- 
pressor stations are as-follows: 


1. All pipe within the station boundaries shall be designed 
in accordance with the AS'A Code for Pressure Piping. 

2. (a) The minimum metal thickness of flanged or screwed 
fittings shall not be less than that specified for the 
pressures and temperatures in the applicable Ameri- 
can Standards and the MSS Standard Practices. 
(b) Steel butt-welding fittings shall comply with the 
American Standard for Steel Butt-Welding Fittings 
(ASA B16.9). 

3.The piping system within the compressor station 
boundaries shall be hydrostatically tested to at least 
the requirements of Section VIII of the American 
Standard Code for Pressure Piping (ASA B31.1.8). 


[1708] 
Section (3): 


It is proposed to install the following pipeline loops in 
the sizes and approximate lengths indicated: 


pproximate 


A 
Pipeline Section Size of Loop Miles of Loop 


Total 30” x34” loop 


Between Station 26 and Station 27 36” X11/16” 
Staten Island Lateral 30” X 15/32” 
South Philadelphia h 20” x34” 


(1) 12.31 miles of this 30” x34” loop was constructed under temporary authoriza- 
tion granted in Dockets G-18968 and 18969. 
(2) This 3.24 miles of 30” 15/32” lateral loop was constructed under temporary 
authorization granted in Dockets G-18968 and 18969. 
[1709] 
Section (4): 
Storage Fields 


1. Oakford Storage Field, located near Pittsburgh, 
Pennsylvania, was certified in Federal Power Commission 
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Docket G-1391 and is owned jointly by Texas Eastern 
Transmission Corporation and New York State Natural 
Gas Corporation. 

2. Leidy Storage Field, located in northern Pennsyl- 
vania in Clinton and Potter Counties, was applied for in 
Federal Power Commission Docket G-13793. The storage 
pool and its attendant field facilities are to be owned jointly 
by Texas Eastern Transmission Corporation, Transconti- 
nental Gas Pipe Line Corporation, and New York State 
Natural Gas Corporation. Upon full development and use 
by the three parties, the field will have a total top storage 
capacity of approximately 60,000,000 MCF of gas with a 
peak day delivery capacity of 800,000 MCED, of which 
Texas Eastern’s one-fourth (14) share will amount to 
15,000,000 MCF and 200,000 MCFD respectively. 
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Exurit 6 


Texas EasTERN TRANSMISSION CORPORATION 
Capital Cost 
Summary or EstrmaTep Caprtrau Cost 


. Total Estimated Cost of Pipe Lines 

(From Page 2 of Exhibit K Revised) $37 537,700 
. Total Estimated Cost of Compressor Stations 

(From Page 3 of Exhibit K Revised 
. Total Estimated Cost of Measuring Stations 

(From Page 4 of Exhibit K Revised) 


Sub-Total 
. General Plant. 
Total Construction Cost 
Leidy Storage 
(From Page 18 of Exhibit K Revised) : 8,022,400 


. Interest During Construction. ‘ "787;300 
. Cost of Securing Certificate... sn 200,000 


Total Capital Cost $49, 677,700 
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Exxusrr 8 
Texas EasTzRn TRANSMISSION CORPORATION 
Storage Inventory 
Storage Inventory, Monthly Withdrawals, and Deliverability 1960-61 


MMCF at 15.025 peia 
As of 


Jan. Feb. 


As of 
5-1-61 


35,910 
15,000 


50,910 


Total 
Withdrawals 
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Texas EastenN TRANSMISSION CORPORATION 
Storage Inventory, Monthly Withdrawals, and Deliverability 1961-62 
MMCF at 15.025 psia 


As of As of As of Total 
12-1-61 Dec. 1-1-62 Jan. iy 5 s 5-1-62 Withdrawals 


79,304 67,104 35,398 
22,000 21,800 15,000 


101,304 88,904 50,398 


alas 


Inventory 
Dene MMGK/Da 
Total Storage—Texas astern 


Inventory 
Withdra 
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350 
26,528 
250 
032 
600 
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Texas EasTERN TRANSMISSION CORPORATION 
Storage Inventory, Monthly Withdrawals, and Deliverability 1962-63 
MMCF at 15.025 peia 


As of As of As of _ Total 
12-1-62 Dec. 1-1-63 Jan. is 5 Apr. 5-1-63 Withdrawals 


79,245 67,045 
22,000 21,800 


101,245 88,845 


Deliverability—MMCF/Day 
Murrysvill 


ie 


Facilit 
Texas 
Leidy Storage—Texas Eastern 


Deliverability—MMCF/Day 


[2209] 


Texas EasTERN TRANSMISSION CORPORATION 
Storage Inventory, Manta. Withdrawals, and Deliverability 
Fall of 1963 


MMCF at 15.025 psia 


Total 
As of As of With- 
12-1-63 Dec. 12-31-63 drawals 


79,011 66,811 
22,000 21,800 


101,011 88,611 


‘exas Eastern 
New York Natural 


Facility Limitations 
Texas rm 1/2 
Leidy Storage—Texas Eastern 


Inventory 
Withdrawal 
Daiverab lity MMSE? 


43. 


City Gas Co. of New Jersey 
Bitooensborg Gas Co. 
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Exuir 9 


Texas EasTERN TRANSMISSION CORPORATION 
Revenues, Expenses and Income 
Estimated Sales and Revenues 


Cc 


D 


MCF @ 14.73 PSIA 
Billing Annual 
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Texas Southeastern Gas Co. 


37 Total Sales and Service 
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Texas EasTern TRANSMISSION CORPORATION 
Estimated Sales and Revenues 
Calendar Year 1961 


D E 
MCF @ 14.73 PSIA 


Annual 
Volume 


110,575 
12,240 
23,410 

245 
2,693 
38,588 


PEPE CEE EEE Ee, 
REP EEL SE BLL 


25,154,118 


X-28 1,634,084 
X-43 


26,788,202 710,025,043 


F G 


MCF @ 15.025 PSIA 


24,660,243 638,700,153 


1,602,000 22,000,000 
34,675,000 


26,262,243 695,375,153 


709,300 
26,262,243 696,084,453 


4,609,517 

162,331,733 

440 ,000 

1,580,375 

98,670,342 164,332,108 


165,267 
98,670,342 164,497,375 


5,670 


35,910 
35,910 
35,910 


35,910 
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Texas Eastern TRANSMISSION CORPORATION 
Estimated Sales and Revenues 
Calendar Years 1962 and 1963 
Cc D E F 


MCF @ 14.73 PSIA MCF @ 15.025 PSIA 
Billi Annual Billing Annual 
Demand Volume 
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Texas Eastern TRANSMISSION CORPORATION 
Estimated Sales and Revenues 
Calendar Years 1962 and 1963 
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Texas EasTzen TRANSMISSION CORPORATION 
Estimated Sales and Revenues 
Calendar Years 1962 and 1963 
D E F 


MCF @ 14.73 PSIA. 
Rate Billing Annual del 
Schedule Demand Volume Volume 


of 
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27,248,141 712,865,667 99,959,948 165,374,396 


734,318 170,616 170,616 
27,248,141 713,599,985 99,960,948 165,545,512 285, 580,270 
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Exaurr 10 
Texas Eastern TRraNsMIssion CoRPoRaTION 
Taner 
FPC Gas Tariff 
Second Revised Volume No. 1 


Rare Scuepute WS 


Winter Service 
1. Availability 


This Rate Schedule is available for the purchase of natu- 
ral gas service from Texas Hastern Transmission Corpo- 
ration (hereinafter called Seller) by any distributing or 
pipeline company (hereinafter called Buyer), which has 
executed a Winter Service Agreement in the form con- 
tained in the FPC Gas Tariff of which this Rate Schedule 
is a part. 


2. Applicability and Character of Service 


This Rate Schedule shall apply to all natural gas service 
rendered by Seller to Buyer hereunder. Daily deliveries of 
natural gas requested by Buyer hereunder within the lim- 
itations hereinafter specified shall be considered firm gas 
and shall not be subject to curtailment or interruption 
except as provided in Section 12 of the General Terms 
and Conditions. 

Subject to the limitations hereinafter specified, during 
each Winter Period, which shall begin on November 16 and 
continue through the next succeeding April 15, Seller shall 
be prepared to deliver and Buyer shall have the right to 
receive from Seller not less than a volume of natural gas 
specified in the Winter Service Agreement as the Winter 
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Contract Quantity deliverable in daily volumes up to the 
following Maximum Daily Quantities: 


(1) 150% of 1/90th of Buyer’s Winter Contract Quan- 
tity in storage inventory at November 16 until 80% 
of such quantity shall have been delivered to 
Buyer; 

(2) 125% of 1/90th of Buyer’s Winter Contract Quan- 
tity in storage inventory at November 16 until 90% 
of such quantity shall have been delivered to 
Buyer; and 

(3) The Average Daily Quantity until the remainder 
of Buyer’s Winter Contract Quantity storage in- 
ventory shall have been delivered to Buyer. 


Buyer may elect to provide from its own gas supply up 
to but not in excess of 30% of the Winter Contract Quan- 
tity, which quantity shall 


[2226] 


be specified in the Winter Service Agreement as the Winter 
Storage Quantity. During the initial Winter Period Seller 
shall make such Winter Storage Quantity available to Buyer 
from Seller’s own gas supply and, during the remainder 
of the term of the Service Agreement, Seller’s obligation 
to deliver the Winter Storage Quantity shall be subject to 
the conditions specified in Section 7 hereof. 


3. Rate 
Demand Charge: $2.86 per MCF of Billing Demand, 
each month of the year. 
Commodity Charge: (a) 4.2¢ per MCF of Winter 
Storage gas delivered. 
(b) 30.2¢ per MCF of all other 
gas delivered. 
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4. Minimum Annual Bill 


4.1 Demand Charge: $2.86 times 12 times the Aver- 
age Daily Quantity. 
4.2 Commodity Charge: (a) Winter Storage Quan- 
tity: None. 
(b) Other Winter Service 
gas: 30.2¢ times the 
Winter Contract Quan- 
tity less the Winter 
Storage Quantity. 
5. Billing Demand 
The Billing Demand for each month shall be the Aver- 
age Daily Quantity specified in the Winter Service Agree- 
ment. 


6. Billing Adjustments 
6.1 For Unauthorized Over-Run Gas 


If, during the Winter Period, Buyer shall take 
quantities of gas in excess of 104% of the total 
Maximum Daily Quantity to which Buyer is en- 
titled under all firm gas rate schedules, includ- 
ing Rate Schedule WS, pursuant to which it 
takes service from Seller on any day, then all 
gas taken in excess of 102% of said total Maxi- 
mum Daily Quantity 


[2227] 


shall be considered as unauthorized over-run 
gas. Buyer shall pay the following penalties 
for all such unauthorized over-run gas in addi- 
tion to all other charges payable by Buyer here- 
under: 


$5.00 per MCF for all gas taken in excess 
of 102% of the total Maximum Daily Quan- 
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tity up to 105% of the total Maximum Daily 
Quantity ; 
$10.00 per MOF for all gas taken in excess 
of 105% of the total Maximum Daily Quan- 
tity. 
For all gas taken in excess of said total Maxi- 
mum Daily Quantity there shall be a charge of 
99.5¢ per MCF in lieu of the charges provided 
in Section 3 hereof except for such gas to which 
the penalty applies hereunder. 


This penalty shall not apply when: 


(a) Buyer requests that Seller set its flow 
control valves at not in excess of the 
total Maximum Daily Quantity to which 
Buyer is entitled under all firm gas 
rate schedules pursuant to which it 
takes service from Seller (in the event 
any employee, agent, or representative 
of Buyer changes Seller’s flow control 
valves, this exception to the application 
of the penalty shall be automatically 
eliminated) in which case Buyer shall 
pay a total charge of 68.3¢ per MCF 
for all gas taken in excess of the total 
Maximum Daily Quantity ; or 
Buyer requests and Seller agrees in 
advance to deliver quantities in excess 
of the Maximum Daily Quantity until 
Buyer has taken the total Winter Con- 
tract Quantity to which Buyer is en- 
titled under this Rate Schedule, in which 
ease Buyer shall pay a total charge of 
99.5¢ per MCF for all gas taken in ex- 
cess of the Maximum Daily Quantity; 
provided, however, that volumes of gas 
delivered pursuant to this provision 


266 


2228 


shall not be applied against Seller’s and 
Buyer’s Winter Contract Quantity ob- 
ligations under this Rate Schedule. 


[2228] 


6.2 For Gas Delivered in Excess of the Winter Con- 
tract Quantity 


If Seller, in its sole discretion, determines that 
it has gas available in excess of the Winter 
Contract Quantities under all Service Agree- 
ments providing for service under this Rate 
Schedule it may sell to Buyer such quantities 
and Buyer shall pay 68.3¢/MCF except for 
those volumes to which the provisions of Sub- 
section 6.1 above apply. Such gas will be of- 
fered by Seller to Buyers under this Rate 
Schedule in proportion to their respective Win- 
ter Contract Quantities from time to time effec- 
tive under all WS Service Agreements until all 
of such gas has either been accepted or rejected 
by such Buyers. 


6.3 For Heating Value 


In the event the average total heating value of 
the gas delivered to Buyer in any month is less 
than 1,000 British Thermal Units per cubic foot, 
the total charges for such month shall be de- 
creased in the percentage by which the average 
total heating value of such gas is less than 1,000 
British Thermal Units per cubic foot. 


7. Return of Winter Storage Quantity Volumes by Buyer 
to Seller 


During the period of April 16 through November 15 of 
each year following the initial Winter Period Buyer shall 
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make available to Seller for injection into Seller’s under- 
ground storage facilities a volume of natural gas equiva- 
lent to the volume of Winter Storage Quantity gas deliv- 
ered to Buyer by Seller during the previous Winter Period. 
Such gas shall be made available to Seller from gas avail- 
able to Buyer under other of Seller’s rate schedules, pro- 
vided that Seller shall not be obligated to accept in any 
day a volume in excess of 200% of one-two hundred four- 
teenth (1/214th) of Buyer’s Winter Storage Quantity. 

In the event that Buyer should fail or be unable, for any 
reason whatsoever, to return to Seller during the period 
of April 16 through November 15 of each year a volume 
of gas equivalent to the volume delivered by Seller to Buyer 
during the preceding Winter Period, then Seller’s obliga- 
tion to deliver the Winter Storage Quantity during the 
following Winter Period shall be reduced by a volume 
equal to 


[2229] 


the difference between the volume delivered by Seller to 
Buyer and the volume returned by Buyer to Seller. Such 
reduction in the Winter Storage Quantity shall continue 
for each year during the term of the Service Agreement 
until such deficiency in return is made up by Buyer. 


8. Determination of Deliveries 


If Seller delivers gas to Buyer under this Rate Schedule 
and under other of Seller’s firm gas rate schedules at the 
same point or points of delivery on the same day, Buyer 
shall notify Seller of the quantities it desires under each 
such rate schedule, and the quantity of gas delivered under 
this Rate Schedule on such day shall be all gas delivered to 
Buyer on such day in excess of the quantity of gas sched- 
uled by Buyer on such day under such other firm gas rate 
schedules. In addition, a Buyer whose WS Service Agree- 
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ment provides for a Winter Storage Quantity shall specify 
the portion of such deliveries which shall be considered to 
be Winter Storage gas. 


9. Unit of Volume 
See Section 5 of the General Terms and Conditions. 


10. General Terms and Conditions 


All of the General Terms and Conditions except Section 
2 are applicable to this Rate Schedule and are hereby made 
a part hereof. 


[2230] 
Exuzrr 11 
Texas Eastern TRANSMISSION CorProRaTION 


Cosr or SERvIcE 
Estimated Cost of Service—Year 1962 
(A) (B) 


Account 
No. Account Title 


1 

2 

3 penses 

4 ; m underground storage. . 
5 . d storage 

3 mapressor fuel. . 
8 


9 


10 Transmission expenses 
11 Operation 
59.1 Supervision and engineering 

Labor 
Mains supplies and expenses 
Ceprerety station supplies and expenses 
—Fue 
—Electric power 
—Other....ccssccccccescccgscercersses 
Meas. & reg. station supplies & expenses 
Transmission maps and reco 


Total operation 


22 Maintenance 
23 760.1 Supervision and engineering 
Structures and improvements. ... 
Transmission mains 
Compressor station equipment 
Meas. & reg. station equipment 
Other transmission system equipment... 


31 
32 


33 
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Texas EasTeRN TRANSMISSION CORPORATION 
Estimated Rate Base and Rate of Return 
Year 1962 
(B) () @) 
December 31 Average 
1961 1962 Year 1962 


1 Plant included in rate base.. $774,024,700 $780,157,300 $777,091,000 
2 Reserve for depreciation and 


amortization included in 
167,221,400 192,677,000 179,949,200 


3 Plant less reserve 597,141,800 


Add Working capital: 
ting e soo for 45 days excluding gas purchased. . 
aterials an an eapeies 
Gas stored maderground-—carrent 


871, "069 


Total working capital 13,821,017 
11 Total Rate Base $610, 962,817 
12 Return at 6%% 
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Texas EasTeRN TRANSMISSION CORPORATION 
Estimated Depreciation and Amortization 


1 Depreciable plant—beginning 
‘Ada: Estimated additions to plant 


3 Depreciable plant—end of year 


4 Depreciation and amortization: 


5 
6 


7 


3.3% of depreciable plant—beginning of year 
Leasehold improvements......--+++seeeereeeererrrreees 


Total depreciation and amortization 
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Texas EASTERN TRANSMISSION CORPORATION 
Estimated Taxes—Other Than Federal Income 
Year 1962 

(A) 


1 Total plant—beginning of year 


2 Taxes—other than Federal Income @ 92% of plant 
3 Texas Severance a Tax 
4 Louisiana Severance Tax........++sseeeseseescrrrecerees 


5 


Total other than Federal Income Tax 


(B) 
Amount 
$744,705 ,800 

000 


$750 552,800 
—=== 


$ 24,575,300 
5,700 


»f 


$ 24,581,000 


=—=—=—=—— 
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Texas EasTERN TRANSMISSION CORPORATION 
Estimated Taxes—Federal Income 


Year 1962 
(A) (B) 
Based on 
634% Return 


1 Return equivalent to Utility Income 


2 Tax basis adjustments: 
3 Deduct: 


4 18,109,200 
5 23,701,500 
6 
7 


$ 41,810,700 


Add: 
8 Book depreciations and amortization $ 24,581,000 


9 Taxable net income after Federal income tax $ 24,010,290 
10 Taxable net income before Federal income tax: Line 9+.48.. $ 50,021,438 
11 Federal income tax related to return: Line 10 x 52% $ 26,011,148 
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Texas Easrern TRANSMISSION CORPORATION 
Allocation Volumes MCF at 15.025 psia 
Calendar Year 1962 
(D) 


Volumes 
1. Existing Pipeline System East of 


216,367,179 
59,886,784 


11,000,000 
8.977% 6,057,900 


Total Existing Pipeline System.. 1,124,733 


12'957;900 
36.471% —5,042)100 


30,000 ,000 


Soon @ waep 
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Texas EasTExN TRANSMISSION CORPORATION 
Cost of Winter Service Calendar Year 1962 


(C) 


(D) 


Demand Commodity 


24,500 
202,800 
227,300 

20,050 
994,100 
547,700 


547,700 
471,650 
571,581 
3,086,220 


13,131,081 5,671,251 


17,549,415 


9,434, 232 
4,561,224 


13,995,456 


8,774,707 
14,445 , 958 


5,084,218 


15,847 ,687 
28,978,768 


8,801,363 
4,561,224 


13,362 ,587 


14,996,773 
28,127,854 


7,923,843 
13,595,094 


4,741,692 


7,498 ,386 
13,169,637 
4,570,403 


1,799,717 


61,866 
306,800 
202,800 
571,466 

20,050 

2,391,233 


547,700 
163,200 


710,900 
699,896 
571,581 
3,086,220 
7,459,830 
8,774,708 
16,234,538 
4,350,014 


7,923,844 
15,383 , 674 
4,059,671 


7,498,387 
14,958,217 


3,914,474 


€) (F) 
Pi 


i ine System 
East of Station 21A 


Demand Commodity 


410,781 
2,068,070 


(G) (H) 


Oakford Storage 


D ic lity D ic ity D i Co dity 


274,513 


@ 


$ 
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Exum 14 


Texas Eastern TRANSMISSION CORPORATION 
OvrsTaNnpDInG SECURITIES 
Outstanding Securities at December 31, 1959 


' Voti 
Outstanding Interest Date of Issue Maturity Privileges 
Capital Stock: 


Preferred Stock 
Cumulative, $100 Par Value 
4.50 Dec. 8, 1950 
July 1, 1952 
Aug. 26, 1952 
July 19, 1955 
Oct. 17, 1956 
June 25, 1957 
Nov. 20, 1957 
June 10, 1958 
June 10, 1958 


Mar. 25, 1959 


$20 Conversion Price 
$21 Conversion Price 


a» 
ae 
a 


$25 Conversion Price 


Pitter 


$31 Conversion Price through May 31 
1963 and $33 through May 31, 1968 


AAnaan 
a angogagaet 
BS VesaRssas 


$1.40(1) 


8 
3 


Series due 1973. 
4639p gers due 173 
Series due 1973.... 


2 288 


BS 8s 


7) Series due 1967... . 
3 epee 


Provides for sinking fund adjustment 
on basis of gas supply 


BRRSE BR BS 
8388 


BRBSSSE 


388 888 


_ 
an 


() 


Debentures: 


£48 Debentures due 1974 
5 vA Debentures due 1976. . 
6% tures due 1977 


Bank Loans: 


99934% Term Loan Notes 
#94360, Notes 


| Provides for sinking fund adjustment 
J on basis of gas supply 


= 88 


1, 1954 
(1) Current Annual Rate. 
* Originally i oo by Wilcox Trend Gathering System, Inc. 
A apn issued by Texas Eastern Penn-Jersey Transmission Corp. 
pee. ‘unded by sae Dank Loan aa of May 1; TWD to the extent of $50,000,000, 
Note: See Exhibit No. L (vii) for Sinking Fund Provisions. 
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[2583] 
Exurrr 74 


BerorE THE FeperaL Power ComMIssIoN 


Uwrrep States oF AMERICA 
Docker No. G-18,969, e¢ al 


Iw tHe Marrer or Texas EasTERN TRANSMISSION 
CorporaTION 


Preparep Testimony or Witton E. Banu 


Rexative to Exursir Nos. 1 anp 2 


Q. Please state your name. 

A. Wilton E. Ball. 

Q. Where do you reside? 

A. Lama resident of Shreveport, Louisiana. 

Q. By whom are you employed? 

A. I am employed by Texas Eastern as Manager, Sales 
Billing and Statistics. 

Q. Please state your educational background. 

A. Iwas graduated from Louisiana Polytechnic Institute 
with a degree of Bachelor of Science in 1943. In September, 
1946, I entered the Graduate School of Louisiana State Uni- 
versity and after two years of study, graduated with a 
degree of Master of Business Administration in June, 1948. 

Q. What has been your employment and experience since 
you were graduated from college? 

A. In June, 1948 I was employed in the Accounting De- 
partment of Texas Eastern. I have been in the employ 
of this company since that time, transferring to the Gas 
Sales Department in October, 1950, and being appointed 
Manager, Sales Billing and Statistics, in November, 1953. 

Q. What are the duties in connection with your employ-- 
ment? 
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A. I am responsible for preparing forecasts of estimated 
future sales, based on the presently authorized and cur- 
rently proposed Maximum Daily Quantities, for the inter- 
nal use by various departments of Texas Eastern and for 
use in exhibits attached to applications filed before this Com- 
mission; for the maintenance of historical statistics on sales 
to each customer; for the maintenance of a tabulation of 
the currently effective Maximum Daily Quantities of each 
customer; and for the calculation of customer contract load 
factors for use in connection with forecasting estimated fu- 
ture sales, by months and by years. I am, also, responsible 
for the co-ordination of system requirements and system 
supply into the form of a System Gas Balance for presenta- 
tion in exhibit form in connection with applications before 
this Commission. In addition, I am responsible for the 
billing of customers for gas service rendered. 

Q. Have you prepared exhibits for presentation to and 
testified before the Federal Power Commission on other 
occasions? 

A. Yes. During the past, I have aided in the prepara- 
tion of docket material and exhibits for presentation before 
the Federal Power Commission in numerous dockets. I 
have previously appeared before this Commission, and have 
offered testimony in support of exhibits in Docket Nos. 
G-2340, G-2503, G-9784, G-12227 and G-12446. 

Q. Of what professional associations are you a member? 

A. I am a member of the American Gas Association. I 
am, also, a member of the American Statistical Association. 

Q. Did you prepare Exhibits 1 and 2? 

A. Idid. 

[2585] 


Q. Referring you now to Schedule No. 1, Exhibit No. 1, 
please state what that shows. 


A. This schedule shows the name and geographical lo- 
eation of applicant’s presently authorized customer com- 
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panies and municipalities; the presently authorized cus- 
tomer Maximum Daily Quantity and the corresponding 
Annual Contract Quantity; and the type of rate schedule 
under which service will be rendered. In addition, this 
exhibit shows the Annual Contract Quantity Service pro- 
posed in this docket to be rendered to the Consolidated 
Companies under Rate Schedule ACQ-C. Also, this ex- 
hibit shows the Winter Service proposed in this docket to 
<< All Customers’? by listing the aggregate proposed Maxi- 
mum Daily Quantities and corresponding Winter Contract 
Quantities by winter seasons. ‘A detailed breakdown of 
these data by customer is to be found on Schedule No. 2. 
It is to be noted that this exhibit presents the volumetric 
data in MCF at 15.025 psia and at 14.73 psia. 

Q. Referring you to Schedule No. 2 of Exhibit No. 1, 
please state what that shows. 

A. Schedule No. 2 represents a detailed summary of the 
Winter Service Data referred to in the discussion of Sched- 
ule No. 1. This schedule lists, by customer and by winter 


season, the proposed Winter Service Maximum Daily Quan- 
tities and their related quantities, which are the Average 
Daily Quantities, Winter Contract Quantities and the Win- 
ter Storage Quantities, if any. These data are contained 
in long term Service Agreements or Letter Agreements 
which were filed with this Commission as Second Supple- 
ments to the applications for Certificates of 
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Public Convenience and Necessity. Lines 1 through 24 pre- 
sent these data in MCF at 15.025 psia and lines 25 through 
48 present these data in MCF at 14.73 psia. 

Q. Referring you to Schedule No. 3 of Exhibit No. 1, 
please state what that schedule shows. 

A. Schedule No. 3 represents a summary of estimated 
sales on an annual basis for the years 1961, 1962 and 1963 
expressed on both a 15.025 psia and 14.73 psia pressure 
base. This presentation contains estimates of sales which 
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have been certificated and are the subject of the presently 
pending applications in Docket No. G-18,969, et al on a long 
term contract basis only. An explanation of the basis of 
estimating these sales are contained in Exhibit No. 2. 

Q. Referring you now to Schedule No. 4 of Exhibit No. 
1, please state what that schedule shows and the basis of 
its preparation. 

A. Schedule No. 4 represents a detail summary, by cus- 
tomer, of the estimated WS deliveries on an annual basis 
as contained on line 77, of Schedule No. 3. An explanation 
of the basis of estimating these sales is contained on page 
4 of Exhibit No. 2. It should be noted that these data are 
expressed on both a 15.025 psia and 14.73 psia pressure 
base. 

Q. Referring you to Schedule No. 5 of Exhibit No. 1, 
please state what that shows. 

A. This schedule represents a System Gas Balance for 
the 3-year period of 1961 through 1963. Pages 1 through 
3 present the System Gas Balance on a pressure base of 
15.025 psia, while pages 4 through 6 present the same at 


14.73 psia. Since the sales pressure base used by Texas 
Eastern is 15.025 psia, these 


[2587] 


data were first prepared on that basis and then converted 
to the 14.73 psia pressure base. 

Q. Were you responsible for the preparation of all of 
the data included in the Schedule No. 5? 

A. I am not responsible for all of the data presented on 
the Schedule No. 5, System Gas Balance, for I have merely 
combined the data for which I am responsible with those 
furnished to me by Mr. John S. Adams, Head of the Gas 
Purchase Section of the Gas Supply Department and Mr. 
G. L. Jennings, Supervisor, Plans and Research Division 
of the Engineering Department, who are witnesses to those 
facts. 

The following tabulation is presented to indicate for 
which lines on the System Gas Balance I am responsible 
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and for which lines Mr. John S. Adams and Mr. G. L. 
Jennings are responsible: 


Line 1, Gross Requirements 

Line 2, Sales... 00... .. eee eee e tenes 

Line 3, Storage Service to Transcontinental. ... 
Line 4, Hope Transportation Deliveries 

Line 5, Storage Field Inputs 

Line 6, Loan to United at Delhi, La, 

Line 7, Fuel and Company Use — 
Line 8, (a) Transmission System. G. L. Jennings 
Line 9, (b) Storage Fields W. E. Ball 
Line 10, Loss and Unaccounted for G. L. Jennings 
Line 11, Total Pe _ 

Line 12, Gross Supply 

Line 13, Field Purchases 
Line 14, (a) From Texas 
Line 15, (b) From Louisiana 
Line 16, 


EEREE 
BEEBE 


He HE 
Aan WAMMnD 
ia 


Ee 
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Line 25, (a) For Sale and For Storage Service 
Line 26, (b) For Operation of Field Facilities 
Line 27, Repayment of Storage Service Deliverics 
Line 28, by Transcontinental 

Line 29, Hope Transportation Ri 

Line 30, Total 


Q. Referring you to page 1 of Schedule No. 5 of Exhibit 
No. 1, please state concisely what is shown on each line of 
that schedule and the source of that information. 


2 
os 
§ 
B. 
5 
B 


24 
ris 
IERIE 


A. Line 1, Gross Requirements. This section of the Gas 
Balance sets out the Requirements of Texas Eastern, (1) 
to meet its present and proposed market commitments, (2) 
to perform the storage service to Transcontinental Gas 
Pipe Line Corporation, (3) to perform the transportation 
service for Hope Natural, (4) to make deliveries into the 
two Storage Fields, (5) to perform certain deliveries under 
an agreement with United Gas Pipe Line Corporation, (6) 
as Fuel and Company Use and (7) as Loss and Unaccounted 
for gas. 
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Line 2, Sales. The sum of all estimated sales to present 
and proposed customers is set forth by months, showing 
an annual total of all estimated sales in Column (N). An 
annual summary by customer is presented in Schedules 3 
and 4 of this Exhibit No.1. The basic factors used in esti- 
mating the future sales requirements are presented as Ex- 
hibit No. 2. 


Line 3, Storage Service Deliveries to Transcontinental. 
There exists between Texas Eastern and Transcontinental 
Gas Pipe Line Corporation an agreement which provides 
for the delivery by Texas Kastern of a total quantity up 
to 12,000,000 MCF (at 15.025 psia; 12,240,326 MCF at 14.73 
psia) during the period 

[2589] 


of November 16 through April 15 of any winter season for 
a twenty year term, commencing on November 16, 1954. 
During the period of April 16 through November 15 of 
each year, Transcontinental is to return the quantities of 


gas so delivered during the previous winter period. I have 
estimated that 11,000,000 MCF (at 15.025 psia; 11,220,299 
MCF at 14.73 psia) would be delivered and returned during 
each of the three years of this presentation. Monthly dis- 
tribution of the quantity was based on past experience. 


Line 4, Hope Transportation Deliveries. Texas East- 
ern’s Rate Schedule X-43, F.P.C. Gas Tariff, Original 
Volume No. 2, represents an agreement between the Com- 
pany and Hope Natural Gas Company, under the terms 
and conditions of which Texas Eastern receives from Texas 
Gas Transmission Corporation at Lebanon, Ohio, gas for 
the account of Hope Natural Gas Company for transpor- 
tation and delivery to Hope Natural or for the account of 
Hope Natural to the Consolidated Companies. Texas East- 
ern agrees to deliver to Hope Natural or for the account 
of Hope Natural such volumes of natural gas as are tend- 
ered at the point of receipt for transportation hereunder 
up to a Maximum Daily Quantity of 100,000 MCF. This 
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transportation service has been in operation only since 
December, 1959 and, therefore, almost no experience is 
available to be used as a basis for estimating the volume 
transactions under this rate schedule. It is my opinion 
that deliveries will average approximately 95,000 MOF 
per day during each of the years 1961, 1962 and 1963. 
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Line 5, Storage Field Inputs. These quantities repre- 
sent (1) the necessary inputs to the Oakford Storage Field 
to replace top storage gas withdrawn during the previous 
winter season, and (2) the quantities to be injected into 
the Leidy Storage Field in its development during the years 
1961, 1962 and 1963. 


Line 6, Loan to United at Delhi, Louisiana. This item 
represents transactions under an exchange agreement be- 
tween Texas Eastern and United Gas Pipe Line Company 
known as Texas Eastern’s Rate Schedule X-1, F.P.C. Gas 
Tariff, Original Volume No. 2. The estimated volumes 
were furnished by the Gas Supply Department. 


Lines 7, 8 and 9, Fuel and Company Use. This section 
of the Gas Balance represents the volumes of natural gas 
consumed as Fuel and Company Use (a) in the Transmis- 
sion System and (b) in the Storage Fields. 


(a) Transmission System: The computation of the Fuel 
and Company Use applicable to the Transmission System 
was made by the Engineering Department and furnished 
to me for inclusion in the System Gas Balance. 

(b) Storage Fields: In an effort to show a complete pic- 
ture of the Storage Field Operations on the Gas Balance 
Exhibit, the volumes representing compressor fuel, losses, 
lessor use, and other operational uses in the storage fields 
are shown as Requirements. The supply for these volumes 
is shown as a withdrawal from Storage on line 25. Those 
volumes were determined by applying experience factors 
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to the monthly volumes withdrawn from Storage during 
the winter periods, and to the monthly 
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volumes injected into Storage during the summer periods. 


Line 10, Loss and Unaccounted for. Loss and Un- 
accounted for gas was furnished by the Engineering De- 
partment as their estimate of such quantities. 


Line 11, Total. This total represents the sum of lines 2 
through 10. 


Line 12, Gross Supply. This section represents the vol- 
umes of gas available to meet exactly the Requirements 
as set forth in lines 2 through 10. 


Lines 13 through 19, Field Purchases. These volumes 
represent estimated purchases from producers of natural 
gas in the states of Texas, Louisiana, Mississippi, Illinois, 
Arkansas and from Petroleos Mexicanos, a decentralized 


institution of the Government of Mexico. These purchases 
are considered Field Purchases as distinguished from Pipe- 
line Company Purchases. The volumes by months were 
furnished to me by the Gas Supply Department. 


Lines 20 through 23, Pipeline Company Purchases. These 
volumes represent estimated purchases from Pipeline Com- 
panies as distinguished from Field Purchases. Such esti- 
mated volumes were furnished to me by the Gas Supply 
Department. 


Lines 24, 25 and 26, Storage Field Withdrawals. These 
items represent the estimated withdrawals from the Stor- 
age Fields of the volumes of natural gas necessary to meet 
the estimated sales and storage service requirements, and 
provide for the operation 


2592 
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of the field, which consists of compressor fuel, losses, 
lessor use and other operations. Withdrawals to meet 
Sales and Storage Service Requirements occur during the 
months of January through April, November and Decem- 
ber; withdrawals of gas for the operation of field facilities 
oceur in every month and such volumes are determined 
as was discussed earlier under the caption, ‘¢Fuel and Com- 
pany Use, Storage Fields.” 


Lines 27 and 28, Repayment of Storage Service Deliv- 
eries. This item represents the return by Transcontinental 
to Texas Eastern of the gas loaned to Transcontinental dur- 
ing the preceding winter period of November 16 through 
April 15. It was assumed for the purposes of this study 
that all of the gas so loaned would be returned during 
the summer period of May 1 through October 31 at a 
uniform daily rate. 


Line 29, Hope Transportation Receipts. This item rep- 


resents the volumes of gas to be delivered to Texas Hast- 
ern by Texas Gas Transmission Corporation at Lebanon, 
Ohio for transportation to Hope Natural Gas Company. 
This operation was discussed in detail earlier under the 
caption ‘‘Hope Transportation Deliveries.’’ It should be 
noted that these receipts for transportation exactly equal 
the transportation deliveries in the Requirements section of 
this Gas Balance. 


Line 30, Total. This line represents the sum of the esti- 
mated quantities contained in the lines directly above in 
the Gross Supply section. 


Q. Referring you to a four page document entitled ‘‘Basic 
Factors 
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Used in Estimating Future Requirements’’ which has been 
marked as Exhibit No. 2, please state what that is. 
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A. Exhibit No. 2 is an explanation of the basic factors 
which I used in estimating future sales requirements and 
is self-explanatory. 

Q. Are the answers which you have given true and cor- 
rect to the best of your knowledge and belief? 

A. They are. 

Writon E. Bat. 


Subscribed to and sworn before me a notary public in 
and for the Parish of Caddo, State of Louisiana, this 3 day 
of March, 1960. 


B. H. McLeop, 
Notary Public. 
My Commission is for life. 
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Exar 75 


Berore THE FeperaL PowEE Commission 


Unrrep States or AMERICA 
Docket No. G-18969 
In the Matter of Texas Eastern Transmission Corporation 
Preparep Testmmony oF Jay J. Baw 


Relative to Hearing Exhibit No. 6 and Pages 2 and 4 of 
Exhibit No. 9 


Q. Please state your name. 

A. My name is Jay J. Ball. 

Q. Where do you live? 

A. 1904 Anniston Street, Shreveport, Louisiana. 

Q. What is your present occupation? 

A. Lam Supervising Engineer of Texas Eastern’s Gas 
Division Engineering Department. 

Q. What is your educational background and training? 

A. I was graduated from the University of Michigan at 
Ann Arbor, Michigan, with a degree of Bachelor of Science 
in Transportation Engineering in 1937. I am a registered 
professional engineer in the states of New York and Kan- 
sas. From 1940 to 1948 I was employed by the Worthing- 
ton Corporation as a test engineer on the commercial and 
research testing of internal combustion engines and gas 
compressors; as a field erecting engineer supervising the 
installation of diesel engines in military bases throughout 
continental North America and gas compressors on gas 
transmission systems and in refineries; and as a sales en- 
gineer working on the application of gas and diesel engines 
and gas compressors to natural gas transmission systems 
and oil pipelines. 
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From 1948 until 1951 I was employed by the Kansas Ne- 
braska Natural Gas Company of Phillipsburg, Kansas as 
General Superintendent of Compressor Stations, in which 
position I was responsible for the design, construction, op- 
eration and maintenance of the company’s compressor sta- 
tions and debydration plants. 

From 1951 to December 1955 I was employed by the Mich- 
igan Wisconsin Pipeline Company as Assistant Chief En- 
gineer. In this capacity, I assisted in the supervision of 
the operations of its general engineering department dur- 
ing which time I supervised all construction work for the 
company and participated in the preparation of operation 
and maintenance budgets. 

In December, 1955 I was employed by Texas Eastern as 
Assistant Supervising Engineer, in which capacity I served 
until May, 1958 when I received my present position. 

Q. Have you previously testified before this Commission 
in your professional capacity? 

A. Yes, I have previously testified before the Commis- 
sion with respect to estimated capital, operating and main- 
tenance costs for the facilities proposed in Dockets No. 
G-12226, G-12227, G-12446, G-12447 and G-17420. 

Q. Handing you what is marked as Exhibit No. 6, please 
state whether you prepared that exhibit. 

A. Exhibit No. 6 was prepared under my direction and 
supervision. 

Q. Are you familiar with the contents of Exhibit No. 6 
and the sources from which it was prepared? 

A. Iam. 

[2596] 


Q. What does the exhibit purport to show? 

A. Exhibit 6 is the summary of estimated capital costs 
of the construction of certain gas facilities proposed to be 
used in connection with the service sought to be certificated 
in these proceedings. 

Q. What was the source of the estimates of costs shown 
in Exhibit 6? 
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A. The estimated construction costs are based upon our 
experience in connection with recent construction in the 
same general areas where the installation is to be performed 
and our knowledge of the forces and work to be required. 
The costs of materials are based on recent experience in 
acquiring such materials and on manufacturers’ price lists. 
Other items showing costs and contingencies on a percent- 
age basis are our estimates of such costs and the usual con- 
tingent percentages and are likewise based on experience. 

Q. Referring you to Page 1 of Exhibit 6, please state 
what that purports to show. 

A. Page 1 of Exhibit 6 is a summary of the estimated 
capital cost of all the facilities necessary to perform the 
service proposed by this application. It shows a total 
estimated capital cost of $49,677,700. Items 1, 2, 3 and 4 
are estimates which were prepared in the manner I have 
stated previously. Item 5 presents the estimated capital 
cost of Texas Bastern’s participation in the ultimate de- 
velopment of the Leidy Storage Area, which consists of 
the Leidy and Tamarack Storage Pools. Items 6 and 7 
show respectively interest during construction in the 
amount of $787,300 and the cost of securing the certificate 
of public convenience and necessity in the amount of $200,- 
000, which amounts were 
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furnished to me by the Comptroller and, which, in my ex- 
perience, are reasonable. 

Q. Referring you to Page 2 of Exhibit 6, please state 
what that purports to show. 

A. Page 2 of Exhibit 6 is a summary of the estimated 
construction cost of all pipelines applied for in this docket. 
The first item is 83 miles of 24” pipeline from Texas East- 
ern’s Penn Jersey Perulcak Station to the Leidy Storage 
Field in the amount of $9,431,000. The second item con- 
sists of 65.5 miles of 30” pipeline loop between Delmont, 
Pennsylvania and Lambertville, New Jersey in the amount 
of $9,979,000. The third item consists of 22.7 miles of 20” 
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pipeline loop from Station 25 to Chester Junction, near 
Philadelphia, in the amount of $2,341,000. The fourth item 
is 39.6 miles of 36” pipeline loop from Station 26, near 
Lambertville, New Jersey, to Station 27, near Linden, New 
Jersey, in the amount of $11,845,000 and the fifth item is 
3.2 miles of 30” pipeline loop from Station 27, near Linden, 
New Jersey to Staten Island, New York, including a river 
crossing across the Arthur Kill, in the amount of $2,374,700, 
for a total of $35,970,700 to which a contingency of 5% is 
added, on those facilities not constructed under temporary 
authorization in this docket, in the amount of $1,567,000, 
for a total estimated cost of all pipelines and river cross- 
ings of $37,537,700. The contingency of 5% is a judgment 
figure and, based on past experience, we consider it neces- 
sary in making such estimates to allow for unforeseen 
costs. 

Q. Referring you to Page 3 of Exhibit 6, please state 
what that purports to show. 
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A. Page 3 of Exhibit 6 describes the summary of com- 
pressor station construction costs needed to provide the 
service applied for in this docket. The addition of 3300 
H.P. in reciprocating units is required at Texas Hastern’s 
Penn Jersey Perulack Compressor Station at an estimated 
cost of $1,771,000. In addition, eight centrifugal com- 
pressor impellers must be changed at other existing com- 
pressor stations, in order to handle the increased volumes 
of gas, which is estimated to cost $182,000, resulting in a 
total estimated cost for compressor station work of $1,953,- 
000. 

Q. Referring you to Page 4 of the Exhibit 6, please state 
what that page shows. 

A. Page 4 of Exhibit 6 describes a summary of the con- 
struction costs for two new measuring and regulating sta- 
tions and an addition to an existing station which I have 
shown to complete the estimate of costs. The first station, 
identified as Item A, is the cost for the installation of a 
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multiple run measuring and regulating station on Staten 
Island, New York, estimated at $342,000. Item B is for a 
3” double run measuring station at Amory, Mississippi, 
estimated at $28,800, and Item C is the estimated cost of 
installing an additional 6” meter run and alterations at 
an existing meter and regulating station at Bound Brook, 
New Jersey, for the amount of $12,500. The total cost for 
the installation on meter and regulating stations is $383,- 
300. 

Q. Referring now to Pages 5 and 6 of Exhibit 6, would 
you please state what these pages show and how the esti- 
mates were prepared. 

A. Page 5 of Exhibit 6 shows the detailed estimate of cost 
of constructing 83 miles of 24” pipeline from the Penn- 
Jersey Perulack Station to the 
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Leidy Storage Field near Leidy, Pennsylvania, and Page 6 
shows the estimate of the river crossings required on that 
pipeline. The first item, Survey, in the amount of $41,500, 
is based on our most recent experience and includes the 
cost of aerial survey, ground survey and drafting time re- 
quired to locate the rights-of-way and acquire land rights. 
Item B, Rights-of-Way and Damages, in the amount of 
$478,080, is based on our experience in constructing the 24” 
Penn-Jersey pipeline in this same general area which have 
been trended to reflect present construction costs. The 
unit cost of $5,760 per mile includes salaries and expenses 
of personnel who will purchase the rights-of-way as well 
as other miscellaneous procurement costs such as abstracts 
and Federal documentary stamps. 

Item C, Materials, was determined from the basic design 
of the pipeline which includes a study of the route and 
population density on which the two weights of pipe were 
selected. We determined the estimated length of the line 
by checking the distance from aerial maps, then, based on 
our study of the terrain, we added what we considered to 
be an appropriate percentage to take care of the difference 
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between map measurement and the actual ground distance. 
The cost per mile of the 24” pipe was determined by using 
current prices of pipe manufacturers and adding an average 
cost for freight and other handling of $13 per ton to get a 
total cost per ton of pipe delivered. This cost was multi- 
plied by the total tons per mile to obtain a unit cost of $49,- 
210 and $61,265 per mile for the .375” and .469” wall pipe 
respectively. The third pipe item under material is 
24” x 656” x .163#/Ft. pipe with a minimum yield 
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of 46,000 psi. This pipe is for use in tie-ins at the terminals 
of the line and the cost per foot of $19.94 was determined 
in a like manner to that described above. 

In determining the number of valves required, provi- 
sion was made for one main line valve every 12 to 15 miles. 
The location of the river crossings are at propitious inter- 
vals so those valves can be considered also as main line 
block valves and only three additional valves are required. 
Provisions at the terminals for scraper traps require two 
gate valves. The 24” plug valves are included for each 
terminal for suction or discharge valves and by-pass valves. 
The cost of all types of valves are based on current manu- 
facturers’ quotations. 

The 30” casing pipe is included to provide casing for the 
24” pipe at highway and railroad crossings. Highway maps 
of the area traversed by the proposed pipeline were used 
in estimating the quantities of casing required. The cost 
of the casing was estimated from current prices of pipe, 
plus average freight and other handling charges. The esti- 
mate for coating was based on the quantity of primer, 
enamel, glass wrapper and kraft paper which would be re- 
quired and delivered prices from suppliers of such mate- 
rials were obtained. The other material was estimated by 
making up an itemized list of all such miscellaneous mate- 
rials and applying current price and quotations thereto. 


The company portion of the installation cost was deter- 
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mined on the basis of recent construction experience with 
judgment adjustments for terrain. 
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The contract portion of the installation cost was deter- 
mined on the basis of past experience. 

The estimates of the river crossing installations were 
made in a similar manner as above and are based on using 
dual submarine crossings for the Juniata and the West 
Branch of the Susquehanna Rivers. The river crossings 
are estimated to cost $452,000. 

Q. Please refer now to Page 7 of Exhibit 6 and state 
what that exhibit purports to show and how it was prepared. 

A. Page 7 of Exhibit 6 shows the estimated cost of 65.5 
miles of 30” pipeline loops along 24” Penn-Jersey pipeline 
between Delmont, Pennsylvania and Lambertville, New 
Jersey. 12.3 miles of this pipeline have been constructed 
pursuant to temporary authorization in this docket. In 
preparing this estimate, we assumed that the loop would 
parallel the present 24” line. With information as to the 
type and nature of the terrain as a background, the neces- 
sary information required to make a cost estimate covering 
the installation of the pipeline along the route selected, was 
compiled. The estimates were based upon Texas Eastern’s 
experience in connection with constructing pipelines for the 
Jast 12 years during which time Texas Eastern has been 
almost constantly engaged with construction at various lo- 
cations on its system. 

Survey, Rights-of-Way and Damage costs are estimated 
on experience in laying pipelines through this same area. 
The material costs have been based on current prices ob- 
tained from pipe and other manufacturers with allowances 
for freight. Pipe prices have been escalated 5% for pos- 
sible price increases. The quantity of valves required was 
determined by 
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making provisions for the installation of a main line valve 
opposite the existing main line valves on the Penn-Jersey 
24” pipeline. Additional gate valves are required at loop 
terminal locations and main line valves and for scraper 
trap installations. The 30” and 24” plug valves are re- 
quired as suction and by-pass valves at the compressor 
stations. The 10” valves are required for the main line 
and station blowdown. The materials used on the 12.3 
miles of loop, which has been constructed, are included at 
their actual cost, while that for the proposed construction 
are estimates based on current manufacturers’ quotations. 
The cost of coating was estimated on current prices ob- 
tained from suppliers of such materials. The quantities 
of casing were based upon actual quantities used on the 
24” pipeline and estimated from the current prices of pipe, 
plus average freight and other handling costs. 

The company portion of the installation cost was deter- 
mined from recent construction experience and the esti- 
mated actual cost of the 12.3 miles of loop installed. 

The contract portion of the installation cost was esti- 
mated on the basis of past experience in this area and the 
actual bid price of the 12.3 miles of loop installed. 

Q. Please refer to Page 8 of Hearing Exhibit 6 and state 
what it shows. 

A. This page shows a detailed breakdown of the esti- 
mated cost of $2,341,000 for installing 22.7 miles of 20” 
pipeline loop along our existing 20” South Philadelphia 
line from Station 25, near Phoenixville, Pennsylvania, to 
Chester Junction, near Chester, Pennsylvania. The prep- 
aration of 
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this estimate consists of the estimated costs for survey, 
rights-of-way, materials and installation costs, in the same 
manner as that described in connection with the estimates 
on Page 7 of Exhibit 6, concerning the cost of the 30” 
pipeline loops. 
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Q. Please refer to Pages 9 and 10 of Exhibit 6 and state 
what they are. 

A. Page 9 of Exhibit 6 is the detailed breakdown of the 
estimated cost of $11,259,000 for installing 39.6 miles of 
36” pipeline loop from Station 26, near Lambertville, New 
Jersey, to Station 27, near Linden, New Jersey. This ex- 
hibit consists of an estimated cost for survey and rights- 
of-way in a manner similar to that described in connection 
with estimates on Pages 7 and 8. The materials have like- 
wise been estimated on current manufacturers’ prices with 
allowances made for escalation on the pipe. Installation 
costs have been based on Texas Eastern’s experience in 
laying 30” lines, with judgment adjustments for laying 
36” pipeline in this area. 

On Page 10 is shown the estimated cost of the river cross- 
ings on the 36” pipeline loop, each of which will be a single 
line crossing. 

Q. Please refer now to Pages 11 and 12 of Exhibit 6 and 
state what they show. 

A. Page 11 of Hearing Exhibit 6 shows the detailed cost 
of constructing 3.2 miles of 30” pipeline from Station 27, 
near Linden, New Jersey, to Staten Island, New York, and 
Page 12 shows the estimated cost for constructing a single 
line crossing of the Arthur Kill River for that 30” loop. 
Bach of these segments of pipeline loop have been con- 
structed under temporary authorization granted under this 
docket. The costs shown are the estimated overall costs 
which are predicated on the actual cost for construction 
with allowance for those cost figures which are not yet 
complete. 
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Q. Please refer to Page 13 of Hearing Exhibit 6 and 
explain what it shows. 

A. Page 13 of Exhibit 6 shows the detailed breakdown 
of the estimated cost of constructing an addition of 3300 HP 
to the existing compressor station at Perulack in Juniata 
County, Pennsylvania. For the purpose of preparing this 
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estimate, it was assumed that 3-1100 HP reciprocating units 
would be installed at a total estimated cost of $1,771,000. 

It is proposed that the reciprocating units will be in- 
stalled in a separate station located on the same site as 
the existing gas turbine driven centrifugal unit station. 
The piping will be arranged so that the new station can 
pump from either the suction or discharge side of the ex- 
isting station to Leidy Field and it will be able to pump 
from Leidy Field discharging to the outgoing main line. 
The estimates of cost are based on Texas Eastern’s ex- 
perience in building similar additions of this type to exist- 
ing compressor stations. The costs shown have been broken 
down by FPC account numbers as required by the Regula- 
tions. The contractor’s fee of 8% and the contingency 
of 5% are judgment figures. For this installation it is 
estimated that the cost per horsepower will be approxi- 
mately $511. 

Q. Would you please explain the items contained on Page 
14 of Hearing Exhibit 6. 

A. Page 14 of Hearing Exhibit 6 sets out the estimated 
costs of changes in certain of the centrifugal compressor 
stations on the Penn-Jersey pipeline. New impellers must 
be installed in those compressors in order for them to be 
able to handle the increased volumes of gas; although, there 
will be no change in the horsepower of the gas turbine 
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driver. The cost of the new impellers and of modifying 
existing impellers are based on recent quotations received 
from manufacturers. The installation costs are based on 
Texas Eastern’s experience in recent work of this nature. 

Q. Do you have any information as to whether the vari- 
ous items of equipment and materials needed for the pro- 
posed installations will be available so as to be able to 
complete the construction in time to be able to render the 
service during the 1960-1961 Winter Heating Season? 

A. We have recent information that all of the materials 


301 


2605 


needed for the construction program will be available in 
time to complete the construction on schedule. 

Q. Referring now to Pages 15 through 17, inclusive, of 
Exhibit 6, would you please state what they purport to 
show and how they were prepared. 

A. These three pages contain detailed cost estimates for 
measuring and regulating stations, two of which are new 
construction and one which is an enlargement of an exist- 
ing station. Page 15 presents the estimated cost of a mul- 
tiple run measuring and regulating station constructed on 
Staten Island, New York. This is a station at the end 
of the 30” pipeline loop from Station 27 and delivers gas 
into the Brooklyn Union and New York Facilities Systems. 
It is a multiple run station in order to provide the neces- 
sary flexibility over the large range of volumes required 
to be delivered. It has also been arranged to operate this 
station by remote control from Texas Eastern’s Eagle, 
Pennsylvania, dispatching office. 

Page 16 shows the detailed estimated costs of a 3” double 
run measuring and regulating station constructed at 
Amory, Mississippi to provide 
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delivery to the Mississippi Valley Gas Company. 

Page 17 is the estimated cost of installing an additional 
6” meter run and other alterations to an existing measur- 
ing and regulating station at Bound Brook, New Jersey. 
These costs are based on Texas Eastern’s experience in 
such construction and material costs are based on recent 
manufacturers’ quotations. 

Q. Referring to Page 18 of Exhibit 6, would you please 
explain the costs estimated there. 

A. Page 18 is the estimated costs of Texas Eastern’s one- 
quarter interest after the ultimate development of the 
Leidy Storage, consisting of the Leidy and Tamarack Stor- 
age Pools in Clinton and Potter Counties, Pennsylvania. 
These costs were obtained from New York State Natural 
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Gas Company who is responsible for the construction and 
operation of the storage facilities. Other costs shown on 
Page 18 represent the costs accrued by Texas Eastern and 
also Texas Hastern’s share of costs already accrued by 
Transcontinental Gas Pipe Line Company in the initial de- 
velopment of Leidy Storage Field, for which Texas Eastern 
is responsible, in part. Authorization for the original ac- 
quisition by Texas Eastern of an interest in the storage 
field was obtained in Docket No. G-13793. 

Q. Referring you to Page 2 of Exhibit 9, please state 
whether or not you are responsible for that exhibit. 

A. I am responsible for Page 2 of Exhibit 9. 

Q. By whom was Page 2 of Exhibit 9 prepared? 

A. It was prepared by persons working under my direct 
supervision. 

Q. What does Page 2 of Exhibit 9 show? 
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A. It is an estimate of the transmission operation and 
maintenance expenses for the years 1961 through 1963, both 
inclusive. It includes the facilities heretofore authorized 
as well as the facilities for which a certificate of public con- 
venience and necessity is sought in this docket. 

Q. Please state generally the items which are estimated 
thereon. 

A. Each item which is estimated is shown in Column A 
by FPC Account Number and by FPC Account Title in 
Column B. Columns C, D, and F are the estimates of ex- 
penses for the years 1961, 1962 and 1963. 

Q. From what source was the information shown on 
Lines 3 through 34 of Page 2 of Exhibit 9 obtained? 

A. The basic costs shown in Columns C, D and E were 
derived from the latest representative 12 months actual 
operation and maintenance costs which were obtained from 
the company’s books and records, using the facilities in 
service at the end of 1959 to project the estimates for the 
period shown in the exhibit. 


303 


2607 


Q. Please refer to Page 4 of Exhibit 9 and state what it 
purports to show. 

A. Page 4 of Exhibit 9 presents Texas Hastern’s share 
of the estimated operation and maintenance expenses for 
the Liedy Storage Field for the years 1961 through 1963. 

Q. Did you compile that exhibit? 

A. Yes, I obtained all of the estimated costs, except costs 
of compressor station fuel, from New York State Natural 
Gas Company, who are the operators of the storage facili- 
ties. 

Q. How did you arrive at the estimated cost of com- 
pressor station fuel for the operation of the Texas Eastern 
share of Leidy Storage? 


[2608] 


A. I obtained from New York State Natural Gas Com- 
pany the annual MCF estimated to be required for com- 
pressor station fuel at the ultimate development of the 
storage facilities, and, using one-quarter of that total, I 
applied Texas Eastern’s average cost of purchased gas. 

Q. Did you furnish Mr. Bufkin with the estimated costs 
of constructing 27 miles of the 36” pipeline loop between 


Lambertville and Station 27 near Linden? 

A. Yes, I did. The cost of the 27 miles of 36” pipe is 
$8,201,000, which is comparable to the figure on Page 9 
of Hearing Exhibit 6 of $11,259,000. The cost of river 
crossings as presented on Page 10 remains unchanged as 
each of the rivers will be crossed by this portion of loop. 
The costs for the 27 miles of loop were based on the same 
unit costs except for the contract portion of installation 
where a judgment factor was applied to reflect the lesser 
amount of loop. I furnished a figure of $37,392,900, total 
construction cost of all facilities except for the substitu- 
tion of 27 miles of 36” loop in lieu of the 39 miles of 36” 
loop. This figure is comparable to the figure of $40,668,000 
on Page 1 of Hearing Exhibit 6. 


Q. Are the answers you have given to the questions pro- 
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pounded and correct to the best of your knowledge and be- 
lief? 
A. Yes, they are. 
Jay J. Bau. 


Subscribed and sworn to before me, a notary public in 
and for Caddo Parish, Louisiana, this 12th day of April, 
1960. 

B. H. McCaa, 
Notary Public. 


My Commission is for life. 
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BerorE THE UNITED STATES OF AMERICA 


FeperaL Power CoMMISSION 
Docxet No. G-18969 


In toe Martrer or TExas EasTeRN TRANSMISSION 
CorPoraTION 


PREPARED TESTIMONY OF FRANK A. Boyp 
Rewative ro Exussrr No. 8 


Q. Please state your name. 

A. Frank A. Boyd. 

Q. Where do you reside? 

A. Lam a resident of Pittsburgh, Pennsylvania. 

Q. What is your educational background and business 
training? 

A. I am a graduate of the Pennsylvania State College 
with a Bachelor of Science Degree in Petroleum and Nat- 
ural Gas Engineering. I also took special work at Car- 
negie Institute of Technology under the supervision of 
Dr. Charles Fettke. 

I was employed during the summer vacations by Hanley 
and Bird Gas Company of Bradford, Pennslyvania as a 
oust-a-bout. My work consisted primarily of helping bail, 
clean out, and gauge both gas and oil wells. 

In 1940 I was employed by the Manufacturers Light and 
Heat Company and associated companies, comprising the 
Pittsburgh Group Companies of the Columbia Gas System, 
Inc., as an engineer and later promoted to Assistant Geolo- 
gist. 

From August, 1942 until November, 1945, I served with 
the U. §. Army Corps of Engineers in India and Burma. 
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Upon my return from the Army, I was made Geologist 
for the Pittsburgh Group Companies of the Columbia Sys- 
tem, and in 1950, was promoted to Chief Geologist. While 
serving as Geologist and Chief Geologist, I had general 
supervisions of the Geological and Storage Sections of the 
Production Department. I was responsible for finding, 
setting up a plan of development, and making all estimates 
for new storage fields and planning future development 
and estimates for those fields already in operation. At 
the time of my resignation, the Companies’ storage fields 
numbered thirteen with two additional fields being acti- 
vated. 

I prepared or directly supervised the preparation of all 
reserve estimates and deliverability studies for all wells 
and gas purchase contracts for the Pittsburgh Group Com- 
panies of the Columbia System. 

I had charge of leasing activities, making new well loca- 
tions, determining depths to be drilled and royalties to be 
paid. For wells already in operation, I designated those 
that were to be bailed, cleaned out or abandoned. In addi- 
tion, I also assisted the Superintendent of the Production 
Department in the general operation of the Department. 

In the course of my duties with Manufacturers, I testi- 
fied before the Federal Power Commission in Docket No. 
G-1773. In addition, I have testified many times before 
the Public Utilities Commission and other regulatory and 
legislative bodies of the states of Pennsylvania, West Vir- 
ginia, and Maryland on matters of gas reserves, storage 
field development and operation, and 
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other production matters such as conservation, taxes and 
spacing programs. 

In 1952, I resigned my position with Manufacturers and 
became associated with Mr. Alden W. Foster, consulting 
Petroleum Engineer, with offices in Pittsburgh, Pennsyl- 
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vania. My primary duties while with Mr. Foster involved 
gas reserve estimates and deliverability studies for various 
fields in the East and Southwest, Geological Studies in 
West Virginia, Pennsylvania, and New York, and as an ad- 
visor to the Department of Forest and Waters of the State 
of Pennsylvania on all matters concerning their gas prop- 
erties, as well as the field inspection of such properties. 

I am a member of various technical organizations, among 
which are the Engineer’s Society of Western Pennsylvania, 
Pennsylvania Natural Gas Men’s Association, and The 
American Association of Petroleum Geologists. 

I am a member of the American Gas Association Gas 
Storage and Transmission Committee. I am also a mem- 
ber of the Gas Storage and Production Practice Commit- 
tees of the Eastern District, American Petroleum Institute, 
Division of Production. 

Q. By whom are you presently employed and in what 
position? 

A. Since July 1, 1953, I have been employed by Texas 
Eastern Transmission Corporation, as Petroleum Engineer 
in charge of their Pittsburgh Office. 

Q. What are the duties of your present position? 
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A. My primary duty has been to advise and assist the 
Company in matters regarding the Oakford Storage Field, 
and recently on the proposed Leidy Storage Area. I have 
previously testified concerning the Oakford Storage Field 
before this Commission in Docket Nos. G-2340, G-9784, 
G-12227 and G-12446. 

Q. Describe briefly the location of Texas Eastern’s stor- 
age fields. 

A. The storage requirements of Texas Eastern Trans- 
mission Corporation have been supplied by the Oakford 
Storage Field located in Westmoreland County approxi- 
mately 30 miles east of Pittsburgh, Pennsylvania. This 
field is owned jointly by Texas Eastern and New York 
State Natural Gas Corporation, New York State being the 
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operator of the jointly owned properties. As is reflected 
in Exhibit No. 1, Texas Eastern plans to commence the 
use of the Leidy Storage Area in 1960. The Leidy Area 
is located in parts of Clinton and Potter Counties, Pennsyl- 
vania, approximately 130 miles north-east of Pittsburgh. 

Q. I hand you a document identified as Exhibit No. 8 
and ask whether this exhibit was prepared by you. 

A. Exhibit No. 8 was prepared by me. 

Q. Please explain this exhibit and the method used in the 
determination of the data shown thereon. 

A. This exhibit shows Texas Eastern’s proposed stor- 
age operations, including inventories, monthly withdrawals, 
and deliverabilities corresponding to the inventories on 
the first of the-month, for the years 1960 through 1963. 
Pages 1, 2, 3, and 4 are on a pressure base of 15.025 psia 
and Pages 5, 6, 7, and 8 are ona 
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pressure base of 14.73 psia. 

The method used to determine well deliverability is based 
on procedure described in U. S. Bureau of Mines Mono- 
graph No. 7, entitled, ‘‘Back Pressure Data on Natural 
Gas Wells and Their Application to Production Practices.’’ 
Briefly, the Bureau of Mines’ studies show that when the 
rates of delivery from a well are plotted on logarithmic 
paper against the difference in squares of formation and 
sand face pressures, the relationship is represented by & 
straight line. ; 

Q. Describe the development and operation of the Oak- 
ford Storage Field. 

A. The Oakford Storage Field consists of two separate 
pools, one in the Murrysville Sand and the other in the 
Fifth Sand. The Murrysville pool has a presently planned 
capacity of 88,300 MMCF and the Fifth Sand, 22,500 
MMCF, for a total capacity of 110,800 MMCF with 45,000 
MMCF as ‘‘base’’ or cushion gas. One half of the top 
storage capacity is available to Texas Eastern. 

Storage operations are carried out by means of three 
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compressor stations located within the field. The main 
Oakford Station has 30,000 horsepower, the Jeannette Sta- 
tion, 9,630 horsepower, and the Lincoln Heights Station 
350 horsepower. The Jeannette and Lincoln Heights Sta- 
tions are used to withdraw gas from the Murrysville sand 
pool. The Oakford Station can withdraw from either or 
both sands, and is also used to compress gas injected into 
the Fifth sand. 

The development of these two pools has been in accord- 
ance with authorization issued by this Commission in origi- 
nal Docket No. 
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G-1391, issued November 1, 1950, and the Supplemental 
Order in these proceedings issued September 19, 1952, 
Docket G-2784 and Docket No. G-10130. Maximum inven- 
tory to date has been 109,463 MMCF and was attained on 
November 1, 1959. 

Between the time storage operations started in April, 
1951 and December 31, 1959, a total of approximately 378,- 


000 MMCF has been stored and 292,000 MMCF withdrawn. 
Also there are presently 193 active Murrsyville sand wells 
of which 154 are connected to pipeline and 74 Fifth sand 
wells of which 68 are connected to line. 

Deliverability calculations for this field, based on Bureau 
of Mines method, have proven to be quite satisfactory when 
compared to actual deliverabilities experienced during with- 
drawal periods. Basic data on well deliverabilities and 
pressures have been accumulated and evaluated by New 
York State Natural and has been furnished the Commis- 
sion in various reports, as well as in the Docket proceed- 
ings that have applied to the development of this field. 

T am familiar, by field inspections, with actual operations 
of this pool and consult frequently with personnel of New 
York State Natural, operators of the jointly owned prop- 
erties, concerning well test, pressures, deliverabilities, 
methods of securing and utilizing data. 

Present methods of operation have proven practical and 
efficient and the performance of the field has been satisfac- 
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tory. In my opinion there is no question that the Oakford 
Storage Field is 


[2656] 


is capable of delivering the quantities of gas and at the 
rates shown on Exhibit No. 8. 

Q. Now please describe the proposed development and 
operation of the Leidy Storage Field. 

A. The Leidy Storage Field consists of two pools, namely 
Leidy and Tamarack, both of which are in the Oriskany 
sand of Devonian Age at an average depth of 6100 feet. 
The Leidy pool was discovered in 1950 and produced ap- 
proximately 93,000 MMCF. Estimated original reserves 
were 100,000 MMCF at an original reservoir pressure of 
4200 psig. The Tamarack pool was discovered in 1952 
with an estimated initial pressure of 4600 psig. The origi- 
nal reserve was estimated at 12,250 MMCF and approxi- 
mately 11,500 MMCF has been produced. 

As was requested of this Commission in Docket G-13793, 
the pools will be owned jointly by New York State Natural 
Gas Corporation 50%, Transcontinental Gas Pipeline Cor- 
poration 25%, and Texas Eastern Transmission Corpora- 
tion 25%. New York State Natural will operate the prop- 
erties. Under ultimate development, the two fields will 
contain a total of 105,650 MMCF at a pressure of 4,000 psig, 
45,650 MMCF of which will be base gas and 60,000 MMCF 
top or circulating gas. 15,000 MMCF of this top gas will be 
available to Texas Eastern. When the field has been devel- 
oped, the maximum deliverability will be 1,000 MMCF per 
day against a line pressure of 1,200 psig, 900 MMCF from 
Leidy and 100 MMCF from Tamarack. When 93% of the 
top gas has been removed, Leidy will have a deliverability 
of 720 MMCF per day and Tamarack 80 MMCF 
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per day for a total of 800 MMCF per day. 25% of these 
deliverabilities will be available to Texas Eastern. 
As a result of the proceedings in Docket G-13793 and 
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companion Dockets, this Commission authorized New York 
State Natural Gas Corporation to proceed with a construc- 
tion program at Leidy that would provide Transcontinental 
Gas Pipe Line Corporation with 30,000 MMCF of storage 
capacity, 15,000 MMCF of which would be eycled. Deliv- 
erabilities under this partial development will provide 150 
MMCF per day when 93% of this top gas has been re- 
moved. 

In Docket G-13793 New York State Natural Gas Corpora- 
tion gives a complete presentation of the geology, well rec- 
ords, pressures, production, reserves, deliverability stud- 
ies, and design of this field for storage purposes. Addi- 
tional data is being presented by New York State Natural 
in these proceedings. 

Exhibit No. 1 shows that it is necessary that Texas East- 
ern activate its interest in the Leidy Storage Area and 
facilities for this further development have been requested 
by New York State Natural in Docket No. G-18961. These 
facilities will provide Texas Eastern a maximum of 250 
MMCF per day and 200 MMOF per day when 93% of top 
gas has been removed. 

Although active storage operations in the Leidy Area 
have been of rather short duration, results to date have 
been satisfactory and confirm the estimates of performance 
presented in Docket G-13793. 
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I have carefully studied and checked estimates of re- 
serves, well deliverabilities, and pressures and am of the 
opinion that the facilities requested will provide the neces- 
sary capacity and deliverabilities indicated. 

Q. Are the answers which you have given true and cor- 
rect to the best of your knowledge and belief? 

A. They are. 

Frank A. Boyp. 


State or PennsyLvani, 
County of Allegheny, ss: 


Pittsburgh, Pa., March 1, 1960. 


Sworn to and subscribed before me this first day of 
March, 1960. 


CHarues W. Over, 
Notary Public. 
Cuaries W. Over, 
Notary Public, Pittsburgh, Allegheny County, Pa. 


My Commission Expires March 5, 1961. 


[2666] 
Exurrr 80 


Berore THE Unirep States or AMERICA 


FerperaL PowEr ComMIssion 
Docxset No. G-18969 


Ix rae Martrer or Texas HasTERn TRANSMISSION 
Corporation 


Preparep TESTIMONY OF WARREN H. Carr 


Retatrve to Exursrrs Nos. 9, 11, 12 anp 13 


Q. Please state your name. 

A. Warren H. Carr. 

Q. Where do you reside? 

A. I reside at 404 Ontario, Shreveport, Louisiana. 

Q. When were you employed by Texas Eastern and in 
what capacity do you now serve? 

A. I joined Texas Eastern in August, 1948 and at the 
present time am manager of the budget and forecast depart- 
ment of the company. 

Q. What are the duties in connection with your employ- 
ment? 

A. Iam responsible for the preparation and coordination 
of the budgets and financial forecasts of the company and, 
jn addition, such other special studies as the management 
requests. Among the special studies is the preparation of 
the income, cash and balance sheet exhibits filed with appli- 
cations for Certificates of Public Convenience and Neces- 
sity. 

Q. In what dockets have you testified with reference to 
such matters? 

A. L have testified in Dockets G-1964, G-12226, G-12227. 
G-12446, G-12447 and G-17420. 
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Q. Handing you what has been marked as Exhibit 13 
which was filed with the application as Exhibit L(ix), 
please state what that exhibit is. 

A. Exhibit 13 is a two-page document. Page 1 is the 
Estimated Income Account for the years 1960 through 1963, 
and page 2 is the Pro-Forma Balance Sheet as of December 
31 for each of those years. 

Q. By whom was Exhibit 13 prepared and what is the 
source of the information thereon? 

A. Exhibit 13 was prepared under my supervision and 
direction from estimates supplied by various departments 
of the company as is shown by other testimony as well as 
certain other estimates prepared in the budget and fore- 
cast department under my supervision. 

Q. Does Exhibit 13 relate only to the gas division of the 
company? 

A. Page 1 of Exhibit 13 is related only to the gas divi- 
sion. Page 2 encompasses all divisions of the company. 

Q. Referring you now to page 1 of Exhibit 13, please 
describe that exhibit and state what information is shown 
thereon. 

A. In column A is listed the description of the various 
revenue and expense classifications which are pertinent to 
the development of the net income related to the gas divi- 
sion of the company. Columns B through E show the 
estimated amounts related to each line of Column A for 
the years 1960 through 1963, respectively. 

Q. From what source were the revenue estimates ob- 
tained? 

A. Estimates of gas sales and revenues from transporta- 
tion of gas of 
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others were supplied by our gas sales department for the 
year 1960. The estimates for 1961 through 1963 were 
taken from pages 8 and 11 of Exhibit 9 in this docket. 
The estimates of Other Gas Revenues—Miscellaneous, line 
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5 on page 1 of Exhibit 13 were prepared, with the excep- 
tion of non-jurisdictional sales, in my department. Princi- 
pal items included in this estimate are revenues from the 
rental of company cottages, rental of office space in the 
Texas Eastern Building in Shreveport, Louisiana and 
revenues from non-jurisdictional sales, the latter being 
supplied by the rate department. 

Q. State the source of operating expenses and taxes as 
shown on lines 8 through 15 of page 1 of Exhibit 13. 

‘A. The Cost of Gas shown on line 8 of this exhibit is the 
estimated cost of gas as caleulated by the gas supply de- 
partment to which I have added the Texas gross production 
tax, the Louisiana and Arkansas severance taxes which 
Texas Eastern is required to reimburse to certain sup- 
pliers. The contracts with these suppliers require that 
Texas Eastern reimburse the suppliers for a portion of 
any increase in certain taxes after the date of the contract. 
I have also made the necessary adjustments to reflect the 
effect of storage inputs and withdrawals on the cost of 
gas. 

The item Transmission Operation and Maintenance was 
estimated by the engineering department and was supplied 
to me by Mr. J. J. Ball. The estimates for the years 1961 
through 1963 are shown by accounts on page 2 of Ex- 
hibit 9. 

Estimated Storage Operation and Maintenance as shown 
on line 10 
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of page 1 of Exhibit 13 is related to both the Oakford and 
the Leidy storage fields. The estimates of Oakford stor- 
age operation and maintenance are based on the historical 
experience of the company. Estimates for the years 1961 
through 1963 are shown by accounts on page 3 of Exhibit 
9. Leidy storage operation and maintenance expenses were 
supplied to me by Mr. J. J. Ball. The estimates related 
to the Leidy storage field are shown by accounts on page 
4 of Exhibit 9. 

Estimates of Administrative and General expenses as 
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shown on line 11 were prepared under my supervision and 
are based on the historical experience of the company. 
These estimates are shown by accounts on page 5 of Ex- 
hibit 9 for the years 1961 through 1963. 

Depreciation and Amortization shown on line 12, is made 
up of depreciation at the rate of 3.3% per annum on the 
company’s estimated depreciable property plus amortiza- 
tion of improvements to leased property. 


Taxes—Other than Federal Income, shown on line 13, 
are estimated on the basis of actual historical experience 
of the company which is approximately .92 per cent of 
plant plus any Louisiana severance tax and Texas sever- 
ance beneficiary tax levied directly against the company. 


Taxes—Federal Income as shown on lines 14 and 15 are 
computed by applying the tax rate of 52 per cent to the 
estimated net taxable income. Taxes—Deferred Federal 
Income arc based on certificates of emergency amortization 
held by the company and on the use of liberalized depre- 
ciation applied to certain of the company’s properties. 
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The item on line 18, Other Income, is composed princi- 
pally of dividends from an associated company and inter- 
est revenues on certain of the company’s investments. 

Income Deductions—Net, shown on line 20 represents 
my estimate of interest accruals, amortization of debt ex- 
pense and premium on redemption of bonds related to the 
gas division of the company. In addition, the year 1960 
includes a credit of $703,100 for interest charged construc- 
tion. 

Line 21 shows the estimated net income for each of the 
years 1960 through 1963. 

Q. Referring now to page 2 of Exhibit 13, please state 
what that page shows. 

A. Page 2 of Exhibit 13 shows the Pro-Forma Balance 
Sheet of the company as of December 31 for the years 1960 
through 1963 in condensed form. 
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Q. Now I hand you what has been marked as Exhibit 12. 
Please state what that exhibit is and by whom it was pre- 
pared. 

A. Exhibit 12, consisting of one page, is the Estimated 
Cash Account of the company for the years 1960 through 
1963 and was prepared under my supervision. 

Q. Please describe the purpose of that exhibit and state 
what information is shown thereon. 

A. The purpose of Exhibit 12 is to show the estimated 
cash flow of the corporation for the years 1960 through 
1963. To do this I have 
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taken the net income each year from Exhibit 13, page 1 
and made the adjustments necessary to convert the amounts 
of net income into cash. In addition are included items 
which are not a part of the income account but provide or 
require cash. Such items include proceeds from financing, 
financing expenses, construction, debt retirements, pre- 
ferred stock dividends and common stock dividends at an 
annual rate of $1.40 per share. 

Q. Handing you what has been marked as Exhibit 9, 
please state what that exhibit shows. 

‘A. Exhibit 9 is the estimated Utility Income and Rate 
of Return for the years 1961 through 1963 and consists 
of 11 pages. 

Q. By whom was Exhibit 9 prepared? 

A. Lwas responsible for the preparation of pages 1, 3 and 
5. Pages 2 and 4 were prepared by Mr. J. J. Ball and 
pages 6 through 11 were prepared by Mr. I. D. Bufkin. 

Q. Are Messrs. Ball and Bufkin to be witnesses in this 
proceeding? 

A. Yes. 

Q. Referring you now to page 1 of Exhibit 9, please 


describe that exhibit and state what information is shown 
thereon. 


A. It shows the estimated utility income and rate of 
return for the years 1961 through 1963. 
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Q. From what source were the revenue and expense esti- 
mates obtained? 

A. The estimates shown on this exhibit for revenues and 
for operating expenses and taxes have been covered in the 
testimony in connection with Exhibit 13, page 1. 
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Q. How did you arrive at the estimated rate bases and 
rates of return shown on lines 18 and 19, respectively? 

A. The computation of the Estimated Rate Base for the 
year 1962 is shown on Exhibit 11, page 2. The rate bases 
for the years 1961 and 1963 were calculated in a similar 
manner using appropriate plant, reserve and working capi- 
tal data. 

The estimated rates of return shown on line 19 repre- 
sent the per cent which Utility Income, line 17 is of the 
rate base. The rates of return for the years 1961 through 
1963 amount to 6.16%, 6.32% and 6.35%, respectively. 

Q. Referring you to page 3 of Exhibit 9, please state 
the source of the figures which are shown on that exhibit. 

A. The estimates of Oakford Storage Operation and 
Maintenance Expenses shown on that page are based on the 
historical experience of the company. Under the arrange- 
ments by which the Oakford storage field is operated, New 
York State Natural Gas Corporation, as operator, bills us 
for our share of the operation and maintenance expense. 
Past experience indicates an increase in expenses each year. 

Q. Referring you to page 5 of Exhibit 9, please state 
the source of the figures shown on that exhibit and state 
what it purports to show. 

A. Page 5 is the Estimated Administrative and General 
Expenses for the gas division during the years 1691 through 
1963. The expenses are shown by account number and 
account title for each of the three 
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years. The total estimated administrative and general ex- 
penses are based on the historical experience of the com- 
pany which is approximately 1.22% of average plant. 

Q. Handing you what has been marked as Exhibit 11, 
please state what that exhibit shows. 

A. Exhibit 11 is the estimated Cost of Service for the 
year 1962 and consists of eight pages. 

Q. By whom was Exhibit 11 prepared? 

A. I was responsible for the preparation of pages 1 
through 5. Pages 6 through 8 were prepared by Mr. I. D. 
Bufkin. 

Q. Referring you now to page 1 of Exhibit 11, please state 
the source of the information shown thereon. 

A. Purchased Gas, Gas Withdrawn From Underground 
Storage and Gas Delivered to Underground Storage, lines 
2, 4 and 5, respectively, are a restatement of Cost of Gas, 
which is shown on Exhibit 9, line 8. All remaining items 
through line 33 were taken from page 2 of Exhibit 9, ex- 
cept detail of Compressor Station Supplies and Expenses, 
which was supplied by Mr. J. J. Ball. 

Underground Storage Operation and Maintenance Ex- 
pense is taken from Exhibit 9, pages 3 and 4. 

Administrative and General Expense is from Exhibit 9, 
page 5. 

The components of Taxes—Other Than Federal Income, 
are shown on page 4 and Depreciation is detailed on page 3 
of Exhibit 11. 
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Q. What is the source of the figure representing return 
at 6.75% shown on line 40 of page 1, Exhibit 11. 

A. The derivation of the rate base and the calculation 
of return at 6.75% are shown on page 2 of Exhibit 11. 

The plant included in rate base at the end of 1961 and 
1962 was obtained from line 1, Gas Plant in Service, of 
the Pro-Forma balance sheet which is Exhibit 13, page 2. 
Reserve for Depreciation and Amortization included in 


320 


2675 


rate base is taken from line 17 of the Pro-Forma balance 
sheet. The average plant less average reserve is shown on 
line 3 of page 2, Exhibit 11. To this Plant less Reserve 
I have added the appropriate working capital items to ar- 
Tive at the total rate base on line 11. Line 12 shows return 
at 654% of line 11. 

Q. Why did you caleulate return at 634% rather than 
using some other rate? 

A. I used 634% because that is the rate of return the com- 
pany is seeking in Dockets G-12706 and G-18841. 

Q. Referring you to page 3 of Exhibit 11, please state 
what that exhibit shows. 

A. Page 3 of Exhibit 20 shows the Estimated Deprecia- 
tion and Amortization for the year 1962. Line 1 shows the 
total depreciable plant at the beginning of 1962. This 
amount was arrived at by deducting non-depreciable items 
from the Gas Plant in Service shown on the Pro-Forma 
balance sheet, Exhibit 13, page 2. Depreciation expense is 
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computed at 3.3% of depreciable plant at the beginning 
of the year and is shown on line 5. Line 6, leasehold im- 
provements represents the amortization of the cost of minor 
improvements to property which the company has leased. 
Total depreciation and amortization, line 7, is included on 
page 1 of this Exhibit 11 on line 39. 

Q. Referring you to page 4 of Exhibit 11 entitled Esti- 
mated Taxes—Other Than Federal Income, Year 1962, 
please state how that calculation was made. 

A. Line 1, Total Plant—Beginning of Year was arrived 
at by eliminating base storage gas from the Gas Plant in 
Service shown on the Exhibit 13, page 2, column C. The 
historical experience of the company has shown that Taxes 
—Other Than Federal Income will be very close to 92% 
of total plant at the beginning of the year and for that 
reason I have multiplied the plant on line 1 by .92% in ar- 
riving at the amount shown on line 2. To this amount I 
have added the Texas Severance Beneficiary Tax and the 
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Louisiana Severance Tax, which are direct obligations of 
the company. The total of lines 2, 3 and 4 is shown on line 
5 and is carried forward to page 1 of this Exhibit on line 37. 

Q. Referring you now to page 5 of Exhibit 11 entitled 
Estimated Taxes—Federal Income for the year 1962, please 
state the basis of that calculation. 

‘A. Federal Income Tax shown on line 11 on page 5, Bx- 
hibit 11 is based upon the return which was developed on 
page 2 of Exhibit 11. The tax basis adjustments shown 
on lines 4 through 8 are applicable 
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only to the gas operations of the company. 
Q. Are the answers which you have given true and cor- 
rect to the best of your knowledge and belief? 
A. They are. 
‘Wanren H. Carr. 


Subscribed to and sworn before me a notary public in 
and for the Parish of Caddo, State of Louisiana, this 8 day 
of April, 1960. 

B. H. McCaa, 
Notary Public. 
My Commission is for life. 


[2677] 


Exuwir 81 
BEForE THE FEDERAL PowER CoMMISSION 


Unirep Srates or AMERICA 
Docxer No. G-18969 


In toe Marrer or Texas HasTERN TRANSMISSION 
CorPpoRATION 


Preparep Testimony or J. W. Harcrove 


Revative To Exuzairs 14, 15,16 anp 17 


Q. Please state your name, residence and present oc- 
cupation? 

A. My name is J. W. Hargrove. I am a resident of 
Houston Texas. My present position with Texas Hastern 
Transmission Corporation is Financial Vice President and 


Secretary. 

Q. Would you briefly describe your educational and busi- 
ness background? 

A. Tama B. A. graduate of The Rice Institute in Hous- 
ton, Texas. After military service I served as Seeretary- 
Treasurer of an abstract company in Shreveport until I 
became active in the organization of Texas Hastern in 1947, 
I have been with Texas Eastern since its formation. Since 
April of 1948 my principal duties have been in the Seere- 
tary’s and Treasurer’s departments and have included 
various functions relating to financing. 

Q. What are your present duties with Texas Eastern 
as related to the financial operations of the Company? 

A. I supervise and direct the financial activities of Texas 
Eastern. In expansion programs I recommend the types, 
amounts and terms of various securities to be sold and 
supervise the negotiation and sale of such securities pub- 
licly or privately. I attempt to keep in touch with financial 
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and money market trends and visit frequently with under- 
writers, security analysts, brokers and bankers. 
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Q. Are you familiar with the total estimated capital costs 
of the facilities requested in this proceeding? 

A. The total capital costs of the facilities request in 
this proceeding, as set forth in Exhibit 6, are $49,677,700. 

Q. How do you plan to provide the funds for this ex- 
pansion? 

A. To provide the funds necessary for the construction 
contemplated by this proceeding and other construction 
planned for 1960, we have planned to sell a total of $30,- 
000,000 of new securities, consisting of $20,000,000 of De- 
bentures and $10,000,000 of Preferred Stock. The balance 
of capital requirements will be met by funds on hand and 
cash to be generated from operations. 

Q. Can you give us the capitalization ratios of Texas 
Eastern at December 31, 1959? 

‘A. The consolidated capitalization ratios of Texas Hast- 
ern and its subsidiary, La Gloria Oil and Gas Company, 
at December 31, 1959 were: Bonds, 47.3%; Debenture, 
7.0% ; Other Debt, 10.9% ; for a total Debt Ratio of 65.2%. 
Sinking Fund Preferred accounted for 10.9%, Convertible 
Preferred was 3.7% and Common Stock and Surplus 
amounted to 20.2%. 

Q. Have you estimated the capitalization ratios which 
will prevail at December 31, 1960, on the basis of the financ- 
ing proposed by the Company? 

A. The comparable consolidated capitalization ratios 
pro-forma at December 31, 1960, after giving effect to sink- 
ing funds, sale of the securities proposed in this docket, 
and an anticipated addition to earned surplus, are: Bonds, 
44.4% ; Debentures, 9.17% ; Other Debt, 
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10.2%; for a total Debt Ratio of 63.7%. Sinking Fund 
Preferred accounts for 10.7%, Convertible Preferred is 
4.4% and Common Stock and Surplus amounts to 21.2%. 

Q. Are the proposed capitalization ratios at December 
31, 1960 reasonable in your opinion? 

A. Yes, the proposed capitalization ratios indicate a 
small reduction in total debt and a consequent small in- 
crease in common equity. In my opinion they are quite 
reasonable. 

Q. Have you discussed the proposed financing with any 
financial advisers outside the company? 

A. Yes, I have discussed our proposal with Dillon, Read 
& Co. Inc., who have long been our principal financial ad- 
visers. 

Q. Did they express an opinion with respect to your pro- 
posed financing? 

A. Yes, they concurred in my recommendations and ex- 
pressed their confidence that Texas Eastern could market 
the securities proposed. 

Q. How do you propose to sell the securities? 

A. I propose the sale of securities to the public through 
negotiation with a group of underwriters, who will in all 
likelihood be substantially the same underwriters who have 
been associated with Texas Eastern in its past financial 
operations. 

Q. Are the consents of any security holders necessary 
for the proposed financing? 

A. No. 

Q. Are you sponsoring any exhibits in this proceeding? 
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A. Yes, Exhibits 14 through 17 represent the financing 
exhibits in this proceeding. 

Q. Were they prepared by you or under your supervi- 
sion? 

A. They were all prepared by me or by others under my 
supervision or direction. 
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Q. Will you describe and explain Exhibit 14? 

A. Page 1 of Exhibit 14 is a list of our outstanding 
securities at December 31, 1959, together with certain in- 
formation relating thereto. I believe it is self-explanatory. 
I would like to add that the refunding of the $50,000,000 
maturity due May 1, 1960 on the Term Loan Notes has 
been arranged through negotiation of a new Revolving 
Credit Agreement covering up to $75,000,000. This new 
type of credit will give us a good degree of flexibility in 
timing the proposed financing in this docket. 

Q. Are the interest and dividend rates shown on Page 2 
of Exhibit 14 your estimate of the actual provisions which 
will be incorporated in the securities when sold? 

A. The interest and dividend rates used are based on 
the approximate markets at the time the exhibits were 
prepared. The actual rates at which the securities may 
be sold are obviously subject to market fluctuations and 
negotiations. 

Q. Will you describe and explain Exhibits 15 and 16? 

A. Exhibits 15 and 16 set forth the estimated expenses 
of issuance and the consequent estimated net proceeds to 
be derived from the sale of the securities. 
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Q. What is the basis for the estimates of issuance ex- 
penses in Exhibits 15 and 16? 

A. They are based upon our historical experience in 
selling the types of securities indicated. 

Q. Will you describe and explain Exhibit 171 

A. Page 1 of Exhibit 17 is a schedule of retirement of 
outstanding securities from December 31, 1959. Page 2 
reflects the retirement of the proposed Debentures with a 
total column for the outstanding and proposed securities. 
Since the proposed Preferred Stock is convertible, it does 
not have any scheduled retirement. 
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Q. Are the answers which you have given true to the best 
of your knowledge and belief? 
A. They are. 
J. W. Harcrove. 


Subscribed to and sworn before me a notary public in 
and for the County of Harris, State of Texas, this 11th 
day of April, 1960. 

Frorrts H. Prowman, 
Notary Public. 


Frorris H. Plowman. 
Notary Public in and for Harris County, Texas. 


My Commission Expires June 1, 1961. 
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Berore THE Unirep States or AMERICA 


FeperaL Power CoMMISSION 
Docxer No. G-18969 Er AL. 


Iw rae Matter or Texas Hastern TRANSMISSION 
CorPoraTIoN 


Preparep Testimony or Gorvon L. JENNINGS 


Q. Please state your name. 

A. My name is Gordon L. Jennings. 

Q. Where do you live? 

A. Llive at 1915 Bayou Drive, Shreveport, Louisiana. 

Q. What is your educational background and training? 

A. Iwas graduated from Louisiana State University with 
a degree of Bachelor of Science in Chemical Engineering 
in 1953. In June of that year I was employed by Texas 
Eastern Transmission Corporation and assigned to the 
Plans and Research Division of the Engineering Depart- 
ment and presently am Supervisor of that Division. I am 
a registered professional engineer in the State of Louisi- 
ana. 

Q. What are the duties in connection with your employ- 
ment? 

A. My primary duty in the Plans and Research Division 
is to supervise and direct the work of the personnel as- 
signed to the division. Responsibilities of the Division in- 
elude the design and economic evaluation of natural gas 
pipeline and compressor station systems, the preparation 
of cost of transportation studies for existing and proposed 
gas transmission systems, the preparation of system gas 
balances for future operations, rendering assistance to other 
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departments of the company in work related to main or 
lateral line capabilities, and the investigation and the anal- 
ysis of new types of equipment which can be used in the 
transmission of natural gas. Upon management’s accept- 
ance of a specific project design, personnel of the Division 
determine the performance characteristics required of 
each proposed compressor station, write specifications for 
the compressor equipment desired, receive proposals from 
manufacturers of such equipment, evaluate the offerings 
made by the manufacturers, and make specific reeommenda- 
tions to management as to the equipment to be purchased. 

Q. During the course of your employment have you pre- 
pared exhibits and testified in connection with various ap- 
plications of your employers in certificate cases. If so, 
state in what cases, 

A. I assisted in or supervised the preparation of Appli- 
cation Exhibits F, G, and G-II in Dockets Nos. G-2503, 
G-2340, G-2341, G-8584, G-8931 G-9784, G-9787, G-12226 
G-12227, G-12446, G-12447 and G-17420. I have also pre- 
pared, or have had prepared under my supervision, these 
same Exhibits in this Docket. I appeared as a witness for 
Texas Eastern before this Commission in Part A of Docket 
No. G-9784, et al., and Dockets Nos. G-12226, G-12227, 
G-12446, G-12447 and G-17420. 

Q. Are you familiar with the facilities used in the opera- 
tion of the gas system of Texas Eastern, and do you have 
a knowledge of the operation ‘of that system? 

A. Yes, I am familiar with the entire Texas Eastern sys- 
tem and have a complete working knowledge of the manner 
of the operation of the system, 
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the location of purchase and delivery points, the flow of 
gas through the system, the performance characteristics 
of the compressor equipment, and those cost units and 
operating expenses associated with the design of the sys- 


tem. 
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Q. Referring you to Exhibits 3, 4, and 5, please state by 
whom those Exhibits are prepared. . - 

‘A. Exhibits 3, 4, and 5 were all prepared by me and 
persons under my supervision and direction. 

Q. Referring you now to Exhibit 3, please state what 
that Exhibit shows. 

A. Exhibit 3 is a map showing the geographic location 
of presently authorized as well as the facilities proposed 
to be constructed on that portion of Texas Eastern’s sys- 
tem east of Station 21-A, Connellsville, Pennsylvania, to 
be used in connection with the service proposed by the 
Application in this Docket. The pipelines presently author- 
ized for gas service are shown in solid lines. Pipelines 
which have been installed under temporary authorization 
in this Docket are shown by dotted lines and pipelines 
proposed to be constructed by this Application are shown 
by dashed lines. The proposed, addition to the Perulack 
compressor station is shown as explained by the legend. 

Q. Please state what facilities are proposed to be con- 
structed and placed in gas service in this Docket. 

A. The proposed installations include approximately 65.5 
miles of additional 30” pipeline loops, of which 12.3 miles 
have been constructed under temporary authorization, to 
be installed at various locations along the pipeline system 
between the Perulack, Pennsylvania, compressor station 
and Station 26 at Lambertville, New Jersey ; approximately 
83 miles of new 24” pipeline to extend from the Perulack 
compressor 


[2686] 


station to the proposed Leidy Storage Field; approxi- 
mately 39.6 miles of 36” pipeline loop to extend between 
Station 26 and Station 27, near. Linden, New Jersey; ap- 
proximately 3.2 miles of 30” pipeline loop, also previously 
installed under temporary authorization, which extends 
from Station 27 to the existing Staten Island measuring 
station number 058; approximately 22.7 miles of 20” pipe- 
line loop along the existing 20” lateral line from Station 25, 
Phoenixville, Pennsylvania, to Chester Junction near 
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Chester, Pennsylvania; additional metering and regulating 
facilities required for delivery of the gas proposed to be 
sold in this Application, and the addition of approximately 
3300 HP of compression at the existing Perulack compres- 
sor station, together with all attendant facilities necessary 
for their operation. 

Q. In your opinion, are the facilities for which a certifi- 
cate is sought by Texas Eastern in these proceedings re- 
quired and necessary in order for Texas Eastern to be able 
to perform the Winter Service proposed in this proceeding? 

A. With the exception of approximately 13.0 miles of 
the 39.6 miles of 36” loop line between Stations 26 and 27, 
all of the facilities for which a permanent certificate is 
sought in these proceedings were designed specifically for 
and are required and necessary to provide the additional 
capacity to make the winter service deliveries proposed. 

Q. Why do you exclude from the facilities which you have 
said are required and necessary the 13.0 miles of the 36” 
loop line? 

A, In the design of the facilities it was determined that 
only 27.0 miles of 36” loop would be required between Sta- 
tions 26 and 27 to provide the additional capacity necessary 
to meet the maximum delivery obligations. 


[2687] 


Q. Why does the company seek authority to construct 
and place in gas service the additional 13.0 miles to which 
you have just referred? 

A. The company proposes to construct this additional 
13.0 miles at this time in order to minimize the total cost 
of the complete loop line. Because of the few miles in- 
volved, and in view of the several state and local author- 
izations and permits that must be obtained prior to con- 
struction, the difficulty in obtaining rights of way in this 
particular area, the congestion of streets, roads and houses 
in the area, the high cost of construction of short segments 
of line and the certain over-all savings in construction cost 
of the total loop line that will be realized when compared 
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to the cumulative cost of construction if the line were in- 
stalled in small segments, the company considers it to be 
a sound business practice to construct the entire loop line at 
one time rather than in piecemeal fashion. 

From a design standpoint, completion of this loop line 
between Stations 26 and 27 will provide substantial capac- 
ity east of Station 26 to meet future growth of the markets 
to be served by that segment of the system. Completion of 
this loop line will permit its operation at a higher pressure 
level than the pressure permitted on the existing 20” lines, 
therefore, substantial volumes of gas from line pack can be 
made available to meet customers’ hourly swings. 

Since this 13.0 mile segment of pipeline is not required 
for the performance of the WS obligation, its cost is not 
included in the cost of facilities which was provided to Mr. 
Bufkin for his cost of service determination. 
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Q. Referring you to Texas Bastern’s Exhibit 4, please 
state what that shows. 

A. Page 1 of Exhibit 4 is a flow diagram showing the 
maximum daily design capacity of authorized and proposed 
facilities on that portion of Texas Hastern’s system east of 
Station 21-A, located near Connellsville, Pennsylvania. 
That Exhibit shows the following detailed information: 


(1) Diameter, wall thickness, and length of existing 
and proposed pipelines as shown in the body and 
in the ‘‘Special Data and Symbols”’ of the Exhibit. 
The existing pipelines are represented by solid or 
dotted lines, while proposed pipelines are shown 
by dashed lines. 

For each proposed and existing compressor station 
the volume throughput, compression ratio, horse- 
power requirement, and horsepower installed are 
shown in a rectangular ‘‘box’’ adjacent to the com- 
pressor station symbol. At each existing station 
this information is shown in a rectangular ‘‘box”’ 
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drawn of light solid lines. For the proposed sta- 
tion, the ‘‘box’’ is of heavy dashed lines. 

The pressure at the main line inlet and outlet of 
each compressor station is given in pounds per 
square inch gauge in ovals in accordance with the 
“‘Special Data and Symbols.’’ The volume flowing 
in the main line upstream and downstream from 
each compressor station and each sale point is 
shown and labeled. 

Volumes of gas at all points of receipt and delivery 
are shown in rectangular ‘‘boxes’’ in accordance 
with the ‘‘Special Data and Symbols.’’ 
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A peak day gas balance east of Station 21-A is 
shown in a ‘‘box’’ in the lower left part of the Ex- 
hibit and includes Texas Eastern’s authorized and 
proposed sales and deliveries, the fuel require- 
ments, and the peak day supply to this section of 
the system. 


Page 2 of Exhibit 4 shows typical operation of the line 
between Delmont and Perulack Stations and the proposed 
new line from Perulack to the Leidy Storage Field during 
periods in which gas is delivered to Leidy for storage. The 
proposed additional compression at Perulack is required 
and necessary to permit delivery of gas to the field at the 
1000 PSIG pressure agreed to and specified in the Leidy 
storage agreement. 

Q. Will this additional compression at Perulack Station 
be an expansion of the existing station? 

A. It will not. It will be a new station on the existing 
station site and will operate solely on the proposed 24” 
Leidy line. 

Q. Why do you not use the existing installation at this 
station for the compression of gas into the Leidy line? 

A. The performance of the existing compression equip- 
ment is not suitable for the service required by the Leidy 
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line. Large daily fluctuations in the volumes to be delivered 
to Leidy for storage and the resulting fluctuations in pres- 
sures available for and required by the Leidy line cannot 
be accommodated effectively by the large centrifugal com- 
pression equipment installed, therefore, a separate recipro- 
cating station with three small size engines is proposed. 

Q. Why have you not shown the portion of Texas Hast- 
ern’s system west of Station 21-A on Exhibits 3 and 4? 
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A. No changes or additions to that portion of the system 
are proposed by this Application. The total volume deliv- 
ered to Station 21-A by the existing 20”, 24”, and 30” lines 
is essentially the same as that shown on Exhibit 7, Docket 
G-12,446, et al., and the system is capable of delivering 
such volumes. 

Q. Referring you to Exhibit 5, please state what that 
Exhibit purports to show. 

A. Exhibit 5 is a statement of engineering design data 
in explanation and support of Exhibits 3 and 4. The Ex- 
hibit sets forth the following: 


Section (1) Assumptions and basis of operation of the 
system and formulas and methods used 
for calculation of pipeline flow character- 
istics and compressor station horsepower 
requirements. 

Section (2) A description of the pipe and fittings to 
be installed, including diameter, wall 
thickness, specification, yield strength, ul- 
timate strength and method of testing. 

Section (3) A description of pipeline loops which are 
proposed to be installed. 

Section (4) A statement concerning the existing and 
proposed storage fields attached to the 
system and owned by Applicant is shown. 
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The performance shown on Exhibit 4 can be checked by 
using the data presented on the flow diagram in conjunction 
with the equations, tables, graphs, and data contained in 
Exhibit 5. These data are based on accepted industry prac- 
tices and good engineering principles and in my experience 
are reasonably accurate. 
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Q. Are you responsible for determination of the capacity 
requirements for the various portions of Texas Hastern’s 
system and for preparing designs to meet those capacity 
requirements? 

A. I am. 

Q, Do you design capacity into the system to meet esti- 
mated requirements or contractual obligations? 

A. Capacity is designed into the system to meet the simul- 
taneous demand of the contractual obligations of the cus- 
tomers, taking into account the multiple delivery points of 
many of the customers and the most adverse distribution 
of the contractual maximum daily delivery obligations. In 
addition, consideration is always given to economic and 
prudent investment in facilities, portions of which are nec- 
essary to provide the capacity required at that time, but 
which can also provide additional capacity in the future 
when full use is made of them. For example, the large 
single unit gas turbine-centrifugal stations and large single 
unit electric motor driven centrifugal stations which have 
been installed in the past, although not fully utilized to their 
capacity at the time of installation, are used to their max- 
imum potential as the pipeline system is expanded and, as 
a result, substantial savings in overall installed cost have 
been realized. The occasional completion of a loop line be- 
tween compressor stations or to some other key point on 
the system similarly may not be used to capacity in that 
particular pipeline section at that time, but is utilized in 
the growth of the system with resulting savings in the in- 
stalled cost. 
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Q. Having provided capacity to meet contractual obliga- 
tions, does Texas Eastern have capacity to transport to the 
storage fields on an annual basis the additional volumes of 
gas proposed to be sold by this application? 

A. It does. 

Q. How does this come about? 

A. It is due primarily to the fact that certain customers 
do not take the total annual quantities available to them 
under their contracts. For example, capacity is provided in 
the system for delivery of the contractual peak day obliga- 
tion to SGS customers, which means that this volume is 
available to them on a 100% load factor basis. However, 
the average annual take to all SGS customers over a period 
of years has never been over a load factor of 30%. The 
70% not taken in any given year can be moved by the pipe- 
line system on an interruptible basis and can be sold or 
placed in storage. The present annual obligation of all 
SGS contracts is 27,157,460 MCF, which can be derived from 
Column D of Exhibit 1, Schedule 1. The 70%, or approx- 
imately 19,000,000 MCF, can be moved up the pipeline sys- 
tem. A comparison of the total annual sales obligation with 
the estimated sales requirements can be made by comparing 
the figure shown on line 75, column D, of Schedule 1, Ex- 
hibit 1, 656,668,390 MCF, the contractual obligation, with 
the figure shown on line 76, column D, Schedule 3 of Ex- 
hibit 1, 607,371,036 MCF, the estimated sales requirements. 
The difference in these two figures is approximately 49,- 
300,000 MCF per year. Deducting from the figures the 
volumes shown for Texas Gas, line 71 of both schedules, the 
difference reduces to approximately 37.5 BCF per year of 
gas available 
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to customers north of Station 5 and Egypt but not taken 
by them. It is this volume which produces the additional 
quantities of gas proposed to be sold by this Application. 

Q. Did you furnish information to Jay J. Ball concerning 
the annual fuel gas requirements and the average day horse- 
power requirement at each of the electric compressor sta- 
tions for use in computing the expenses associated with 
operating the system? If so, please describe the method 
you used in determining these elements. 

A. Yes, I did. Generally, the fuel requirements are based 
on the peak day horsepower required at each fuel station 
adjusted to account for the changes in volume thruput by 
seasons. To the adjusted horsepower required by each fuel 
station was applied a fuel consumption rate of approxi- 
mately ten cubic feet per horsepower hour. The average 
day horsepower requirement for each electric centrifugal 
station was determined generally by means of a flow study 
with the annual average day thruput, or by our experience. 

Q. Did you also furnish certain information to W. E. 
Ball for his use in preparing the gas balances shown in 
Exhibit 1, Schedule 5, and, if so state what information 
you furnished? 

A. I did. I furnished the quantities of gas shown on 
line 5, Storage Field Inputs, line 8, Transmission System 
Fuel and Company Use, line 10, Loss and Unaccounted For, 
and line 25, Storage Field Withdrawals. Storage with- 
drawals are based upon a study of the system’s require- 
ments and pipeline capacities. Storage inputs are merely 
the volumes of gas needed to replace the withdrawals. Fuel 
and company use are based upon flow studies or upon ex- 
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Q. Did you also furnish certain information to Frank A. 
Boyd for his use in preparing Exhibit 8 and, if so, state what 
information you supplied him? 


337 


2694. 


A. I did. I furnished to Frank Boyd the same storage 
withdrawals and inputs which I furnished to W. E. Ball. 

Q. Have you read the above questions and answers? 

A. I have. 

Q. Are the answers stated true and correct to the best 
of your knowledge and belief? 

A. They are. 

Gorpon L. JENNINGS. 


Subscribed and sworn to before me, @ notary public in 
and for Caddo Parish, Louisiana, this 13th day of April, 
1960. 

B. H. McCaa, 
Notary Public. 


My Commission is for life. 
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Exursir 83 


BerorE THE FepERAL Power CoMMISSION 


Unrtep States oF AMERICA 
Docket No. G-18968, et al 


In THE MatTTer or Texas Eastern TRANSMISSION 
CorPORATION 


Preparep Testimony oF I, D. Burxin 


Q. Please state your name. 

A. I. D. Bufkin. 

Q. Where do you reside and by whom are you employed? 

A. Iam a resident of Shreveport, Louisiana and am em- 
ployed by Texas Eastern Transmission Corporation as 
Manager of Rates. 

Q. What is your educational background and training? 

A. I was graduated from Louisiana Polytechnic Institute 
in 1948 with the degree Bachelor of Science in Mechanical 
Engineering. In 1948 I was employed by the United States 
Government as an engineer of the National Advisory Com- 
mittee for Aeronautics, Langley Field, Virginia. 

Q. What licenses do you hold and of what professional 
societies are you a member? 

A. J am a registered professional engineer in the State 
of Louisiana and a member of the Rate Committees of the 
American Gas Association and Independent Natural Gas 
Association of America. 
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Q. When were you first employed by Texas Eastern and 
in what capacity? 

A. In 1949 I was employed by Texas Eastern and as- 
signed to the Engineering Department as a junior engineer 
in the plans and research division. In that assignment I 
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prepared flow studies, made pipeline design studies in con- 
nection with the Company’s expansion programs, made 
economic comparisons of the various types and makes of 
reciprocating and centrifugal compressors both as to type 
and size, made determination of the system’s flow capacity 
and pipeline efficiencies, made field and factory performance 
and acceptance tests of centrifugal compressors, and stud- 
ied the economics of compressor type and size selection in 
connection with expansion programs. In August, 1951, I 
was transferred to the Rate Department as assistant rate 
engineer in which capacity I was responsible to the then 
Manager of Rates for the preparation of exhibits and data 
in connection with filings under the Commission’s rules and 
the rate filing made by the Company in Docket No. G-1964. 

Q. What position do you presently hold and when were 
you appointed to that position? 

A. In 1953 I became Manager of Rates, which position 
T have held since that time. T am familiar with the system 
of Texas Eastern and its operations and am in charge of 
rate matters and have primary responsibility for the prep- 


aration of material required by the Commission’s rules re- 
lated to the Company’s FPC Gas Tariff and any changes 
therein. 

Q. Have you previously testified before the Federal 
Power Commission as an expert witness? 
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A. I have assisted in the preparation of and have pre- 
pared numerous filings under the Commission’s rules hav- 
ing to do with rate changes and with applications for Cer- 
tificates of Public Convenience and Necessity and have 
presented testimony in support of such applications before 
the Commission. 

Q. Are you responsible for the preparation of any part 
of Exhibit No. 9? 

A. Yes, pages 6 through 11 were prepared by me and 
persons working under my supervision and direction. 

Q. Please state what these pages show. 
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A. They show annual sales and revenues to all of Texas 
Eastern’s customers under all rate schedules for the cal- 
endar years 1961, 1962 and 1963. Pages 6 through 8 are 
concerned with the year 1961 and, since the sales are esti- 
mated to be the same in the years 1962 and 1963, pages 9 
through 11 show the sales and revenues for each of those 
two years. For each customer there is shown the appli- 
cable rate schedule, the annual billing demand, if applicable, 
and the annual volume, both stated at 14.73 psia and 15.025 
psia, the latter being the measurement base used by Texas 
Eastern, Also shown are the revenues resulting from ap- 
plication of the rates under the applicable rate schedule to 
the estimated volumes. 

Q. What is the source of the volumes shown on these 
pages? 

A. Volumes were obtained from Exhibit No. 1 in this 
proceeding. 

Q. What rates did you use for revenue calculations? 

A. All rates used for revenue calculations are presently 


effective 
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either on a firm basis or subject to refund in Docket G-18841 
except the rate for Winter Service. The rate for Winter 
Service is the same that appears in Exhibit No. 10 in this 
case. This rate results in an average price of 68.3¢/Mef at 
100% use of the Winter Contract Quantity. The following 
tabulation shows the rates used in such revenue calculations. 


Rate Level 
Rate Zone Rate Schedule Demand Commodity 


A 
B 
Cc 


Ws 
(Winter Storage) 
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Q. Referring you now to Exhibit No. 10, please state what 
this exhibit is and whether such exhibit was prepared by 
you. 

A, Exhibit No. 10 is the proposed rate schedule under 
- the terms of which Winter Service will be rendered to 
Texas Eastern’s customers and was prepared by me. 

Q. To whom is service under this rate schedule available? 

A. Under the terms of Section 1 of the rate schedule 
Winter Service is available to any distributing or pipeline 
company which 
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executes a Winter Service Agreement in the specified form. 

Q. Please describe briefly the service provided under the 
WS Rate Schedule. 

A. This rate schedule is designed to provide customers 
great flexibility in meeting their requirements during the 
winter heating season. A Buyer purchasing -gas under 
this rate schedule can utilize the flexibility permitted under 


the schedule to pattern its takes in accordance with variable 
daily requirements resulting from changing weather condi- 
tions throughout the winter season and from year to year. 
‘Winter Service may be referred to as @ 90-day storage and 
peaking service with deliveries made possible through the 
use of storage during a 151-day period. That is to say, 
the total volume of gas deliverable, which is referred to 
as the Winter Contract Quantity, is equal to 90 times a 
daily quantity, which is used in the rate schedule as the 
Average Daily Quantity. Flexibility is designed into this 
rate schedule by allowing the customer as much as a 50% 
swing above the Average Daily Quantity, without penalty, 
and by providing for delivery of Winter Service gas during 
a 151-day period, referred to as the Winter Period, extend- 
ing from November 16 to the next succeeding April 15 of 
each year. Off-peak capacity on Texas Eastern’s pipeline 
system west of storage is used during the input period of 
the storage cycle to place all of the gas into storage neces- 
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sary to meet the Winter Service requirements during the 
subsequent Winter Period. 
Q. Please explain Section 2 of this rate schedule. 
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A. Section 2 of Winter Service Rate Schedule entitled 
‘‘Applicability and Character of Service’? provides that 
gas delivered under the WS schedule shall be firm gas, 
deliverable during the Winter Period of November 16 
through April 15 of each year. The Maximum Daily Quan- 
tity is also set out in Section 2 as items (1), (2) and (3) in 
such manner that a Buyer may know what volume of gas 
he has a right to demand under this rate schedule on any 
day during the Winter Period. For example, a Buyer 
knows that until he has used 80% of his total Winter Con- 
tract Quantity he may demand on any day a Maximum 
Daily Quantity equal to 150% of the Average Daily Quan- 
tity. If a Buyer has used 80% but not 90% of his Winter 
Contract Quantity he has available to him a Maximum 
Daily Quantity equal to 125% of the Average Daily Quan- 
tity. If 90% of the Winter Contract Quantity has been 
used then the Average Daily Quantity becomes the Max- 
imum Daily Quantity which the Buyer may demand on any 
day until such time as the total Winter Contract Quantity 
is delivered. Section 2 includes an optional provision pur- 
suant to which a Buyer may elect to return to Texas Eastern 
during the off-peak season up to 30% of the Winter Contract 
Quantity, referred to as the Winter Storage Quantity, from 
Buyer’s own gas supply under other of Texas Hastern’s 
rate schedules for injection into storage. This provision 
of the WS Rate Schedule is valuable to the customer that 
has gas available during the off-peak season in excess of 
the volumes necessary to meet its total requirements. 

Q. Please describe the function of Section 3 of the WS 
Rate Schedule. 
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A. Section 3 of the rate schedule specifies the rate for 
service rendered thereunder. The demand charge is pay- 
able in equal amounts each month of the year. The com- 
modity charge is stated in two parts, one applicable to gas 
delivered under the optional storage provision and the 
other applicable to each Mef sold by Texas Eastern under 
this rate schedule. 

Q. Describe the Minimum Bill Provision in this rate 
schedule. 

A. The minimum bill is specified in Section 4 of the rate 
schedule as an annual minimum consisting of the demand 
charge and a minimum commodity charge equal to the com- 
modity rate applicable to gas sold multiplied by the Winter 
Contract Quantity less the Winter Storage Quantity, if the 
latter is applicable. 

Q. What is the Billing Demand under this rate schedule? 

A. Section 5 defines Billing Demand as the Average Daily 
Quantity specified in the Winter Service Agreement. As 
heretofore stated the Average Daily Quantity is equal to 
1/90th of the Winter Contract Quantity. 

Q. Please describe Section 6 of this rate schedule. 

A. Section 6 entitled ‘‘Billing Adjustments”’ provides for 
adjustments to a customer’s bill under certain circum- 
stances. 

Subsection 6.1 specifies the conditions under which a 
Buyer will be billed for gas delivered in excess of the effec- 
tive Maximum Daily Quantity, and is generally referred to 
as the penalty provision. This provision is in general the 
game as those included in other of Texas Eastern’s firm 
rate schedules. 
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The so-called escape conditions under the penalty provision 
are applicable when the Buyer requests Texas Hastern to 
set the flow control valves at not in excess of the Maximum 
Daily Quantity in which event the average price at 100% 
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use is applied to deliveries in excess of the Maximum Daily 
Quantity. If, on the other hand, a Buyer requests and 
Texas Eastern agrees to deliveries in excess of the Maxi- 
mum Daily Quantity a charge of 99.5¢/Mcef is applied to 
such gas. 

Subsection 6.2 permits the offering of gas which Texas 
Eastern might have available in excess of its firm obliga- 
tions during the Winter Period to Buyers under this rate 
schedule at the 100% use price. Such gas, if available, will 
be offered pro rata to all Buyers under the WS Rate 
Schedule. 

Subsection 6.3 contains the standard heating value ad- 
justment provisions which are a part of all of Texas Hast- 
ern’s rate schedules. : 

Q. What is the purpose of Section 7 of this rate schedule? 

A. Section 7 provides the mechancs under which gas is 
returned to Texas Eastern for storage during the input 
cycle of the storage operation and is applicable only to those 
Buyers who elect to utilize the 30% storage feature of the 
rate schedule. 

Q. What does Section 8 provide? 

A. Section 8 describes the procedure to be used in de- 
termining the volume of gas to be accounted for under this 
rate schedule when a Buyer receives gas under this and at 
least one other rate schedule. 
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Under such circumstances a Buyer is required to notify 
Texas Eastern of the quantities of gas it desires under all 
other firm rate schedules and the remainder on any day 
is considered to be WS gas. 

Q. Does this complete your explanation of Exhibit No 10? 

A. Yes, except that Sections 9 and 10 make the rate 
schedule complete by referring to the General Terms and 
Conditions of the Tariff. 

Q. Are you responsible for any other exhibits in this 
docket? 
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A. Yes, pages 6 through 8 of Exhibit No. 11 were pre- 


pared under my supervision and direction. 

Q. What do those pages show? 

. A. Pages 6 through 8 of Exhibit 11 show the develop- 
ment of the estimated cost of Winter Service. 

Q. Please describe the basis on which the cost of Winter 
Service is developed. 

‘A. This cost of Winter Service is developed in such a 
manner that costs related to facilities which can be seg- 
regated and determined to be the responsibility of this 
service are assigned to it; that costs related to facilities 
which cannot be directly assigned to this service are allo- 
cated to it in an equitable manner. Following this concept 
four separate and distinct costs of service have been de- 
veloped as shown on page 8 of this exhibit. 

The pipeline system from the suction side of Compressor 
Station No. 21A to the terminus of the system in New York, 
as presently certificated, provides peak day throughput 
capacity for WS Service of 100,965 Mef which is not readily 
identifiable with 
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specific facilities which can be segregated and charged di- 
rectly to that service. Since this capacity is to be utilized 
in the rendition of Winter Service, it is necessary to allo- 
eate some portion of the costs associated with that part 
of the existing system east of Station 21A to Winter Serv- 
ice. That was accomplished by first developing a total cost 
of service for that part of the system and by allocating 
a portion of that total cost of service to Winter Service 
as shown in Columns (E) and (F) on page 8 of Exhibit 11. 
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Texas Hastern’s share of the Leidy Storage Field is being 
developed for the sole purpose of providing Winter Serv- 
ice to its customers as proposed in this docket. The volumes 
available to Texas Eastern from Leidy amount to a top 
storage capacity of 15,000,0000 Mcf and a deliverability 
of 200,000 Mcf per day. Thus most of the deliveries pro- 
posed to be made under the Winter Service Rate Sched- 
ule will be available through the development of Leidy 
Storage. The costs associated with the Leidy Storage facil- 
ities are charged to Winter Service; therefore, an allocation 
of such costs becomes unnecessary. <A cost of service for 
Texas Eastern’s share of such facilities is developed and 
shown in Columns (I) and (J) of page 8 of Exhibit No. 11. 

Texas Eastern’s delivery obligations under its proposal 
in this docket consist of a total Winter Contract Quantity 
of 20,042,100 Mcf and Maximum Daily Quantity of 334,036 
Mef. Of this, 15,000,000 Mef of the Winter Contract Quan- 
tity and 200,000 Mcf 
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of the Maximum Daily Quantity will be delivered from 
Leidy Storage. The remainder, or 5,042,100 Mef of the 
Winter Contract Quantity and 134,036 Mef of the Maximum 
Daily Quantity will be delivered out of unused capacity at 
Oakford Storage. Costs associated with those volumes 
delivered from Oakford are allocable to Winter Service. 
A total cost of service for Oakford Storage has been de- 
veloped and that portion of such cost of service related to 
Winter Service has been allocated to it as shown in Columns 
(G) and (H) on page 8 of Exhibit No. 11. 

In addition to the above-described facilities there are 
certain additional pipeline facilities that are essential to 
making this service available at the market. Such facil- 
ities consist of the 24” pipeline from the Perulack compres- 
sor station to Leidy Storage Field, a new compressor sta- 
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tion at Perulack and pipeline loops along the existing 
system. Costs associated with those facilities necessary 
to the rendition of Winter Service are charged to such 
service and the cost of service for such facilities is shown 
in Columns (K) and (L) on page 8 of this exhibit. 

Q. Please describe the derivation of the allocation fac- 
tors shown on page 6 of Exhibit No. 11. 

A. Lines 1 through 6 are estimates of peak day and 
annual deliveries through presently certificated pipeline 
facilities east of Station No. 214A. The volumes included 
on lines 2, 3 and 4 were supplied by Mr. W. E. Ball. The 
volumes on line 5 are estimates for Winter Service supplied 
by Mr. G. L. J ennings. The allocation factors, 
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line 5 Columns (C) and (E), were developed by dividing 
the volumes on line 5, Columns (B) and (D), by the total 
volumes on line 6, Columns (B) and (D), respectively. 
Lines 7 through 11 show the peak day and annual volumes 
available from Oakford Storage broken down as to use. 
The volumes applicable to Winter Service, line 10, Columns 
(B) and (D), are the volumes available from Oakford 
Storage necessary to meet the total Winter Service Con- 
tract Quantities having first assigned the total storage 
capacity at Leidy to Winter Service. The allocation fac- 
tors, line 10, Columns (C) and (E), were developed by 
dividing the volumes on line 10, Columns (B) and (D), by 
the total volumes on line 11, Columns (B) and (D), respec- 
tively. Thus the allocation factors reflect the percentage 
of use of the existing pipeline system and Oakford Storage 
by the Winter Service on a peak day and annual basis. 

Q. Referring you now to page 7 of Exhibit 11, please 
state what that page shows. 

A. Page 7 of Exhibit 11 shows the rate base, return and 
Federal income taxes applicable to each segment of the 
system for which @ cost of Winter Service has been de- 
veloped. 

Q. Please describe the material shown on page 7 of 
Exhibit 11. 
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A. The amount included on lines 1 and 3, Column (B), 
is the average of the estimated gas plant at 1-1-62 and 
12-31-62 on that segment of the existing pipeline system 
east of Station 21A. The amount representing gas plant 
including Station 21A and all facilities east of there were 
obtained from the books and records of the 
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Company to which I allocated that portion of general plant 
related to such facilities. Reserve for Depreciation, line 
4, Column (B), was obtained from the Budget and Forecast 
Department to which I allocated that portion of reserves 
associated with general plant. 

The amount included on line 1, Column (C), is the average 
of the estimated gas plant at 1-1-62 and 12-31-62 for Oak- 
ford Storage and was obtained from the books and records 
of the Company. Base Storage Gas, line 2, Column (C), 
was supplied by the Budget and Forecast Department. 
Reserve for Depreciation, line 4, Column (C), represents 
the average of such estimated amounts as of 1-1-62 and 
12-31-62 obtained from the Budget and Forecast Depart- 
ment. 

Gas Plant in Service, line 1, Column (D), Base Storage 
Gas, line 2, Column (D), and Reserve for Depreciation, 
line 4, Column (D), represent the average for such amounts 
at 1-1-62 and 12-31-62 and were obtained from the Budget 
and Forecast Department. 

Gas Plant in Service, line 1, Column (E) and Reserve 
for Depreciation, line 4, Column (E), represent averages 
for such amounts at 1-1-62 and 12-31-62 and were supplied 
by the Budget and Forecast Department. In this connec- 
tion, I have used costs associated with additional facilities 
which I am advised by Mr. Jennings are actually needed 
to render the Winter Service rather than costs associated 
with all facilities proposed in this docket. 

Amounts shown on lines 7, 10 and 11 for materials and 
supplies, line pack and prepayments are estimates for the 
segments of the system shown in Columns (B), (C), (D) 
and (E) for the calendar 
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year 1962 based on amounts obtained from Company rec- 
ords during the 12 months ended November 30, 1959. 

The amounts for gas stored underground, line 8, Columns 
(C) and (D), were supplied by the Budget and Forecast 
Department. 

Cash working capital, line 9, is computed to be ¥%th of 
operating expenses related to each segment of the system 
for which a cost of service is developed. 

Rate base, line 13, is the result of adding working capital, 
line 12, to plant less reserve for depreciation, line 5. Lines 
14 through 16 show derivation of interest charges to be 
used in Federal income tax calculations. Such amounts 
were computed by applying the interest rates on line 15 
to the plant figures on line 14. Lines 17 through 25 show 
return computed at 634%, 614% and 6% and associated 
Federal income taxes. Federal income taxes, lines 18, 21 
and 24, Columns (D) and (E), were computed by deducting 
the interest charges shown on line 16 from return and 
multiplying the result by the fraction 52/48. Federal in- 
come taxes, lines 18, 21 and 24, Columns (B) and (C), were 
allocated to these segments of the system in the ratio that 
return for these segments bears to total system return. 

Q. What do the interest rates on line 15 represent? 

A. The interest rates included on line 15, Columns (D) 
and (E), are estimates of the cost of debt money which 
the Company may expect to incur as a result of construc- 
tion of the facilities applied for in this proceeding. These 
interest rates were obtained from 
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Mr. J. W. Hargrove. 

Q. How did you arrive at the amounts shown on line 14 
for plant to which you applied these rates of interest? 

A. These amounts were developed by using a 70/30 debt/ 
equity ratio and applying such ratio to the gross plant 
shown on line 3 above. This ratio was supplied to me by 
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Mr. J. W. Hargrove as being applicable to the proposed 
facilities. 

Q. Referring you to page 8 of Exhibit 11, please state 
what it purports to show? 

A. Page 8 of Exhibit 11 shows the details of the cost of 
Winter Service for each segment of the system previously 
described in my testimony. 

Q. Please explain the source of the data used on page 8? 

A. Transmission operation, maintenance and miscella- 
neous expenses shown on lines 1 through 15 were supplied 
by Mr. Jay J. Ball. Supervision and Engineering expenses 
lines 3 and 10, Columns (E) and (F), were allocated to the 
existing pipeline facilities east of Station 21A in the propor- 
tion that estimated operation and maintenance expenses on 
this segment of the system bears to the total of such ex- 
penses. Underground Storage Operation and Maintenance 
expenses shown on line 16 were taken from pages 3 and 4 
of Exhibit No. 9. Fuel expense, line 17, for Leidy Storage 
was supplied by Mr. Jay J. Ball and for Oakford Storage 
by the Budget and Forecast Department. Administrative 
and General expense shown on line 19 represents an esti- 
mate prepared by me by computing the ratio of the amounts 
shown for administrative and general expense to trans- 
mission expense 
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less fuel on page 1 of Exhibit No. 11 and by applying such 
ratio to transmission expense less fuel shown on page 8 of 
Exhibit 11. 

Taxes—other than Federal income, included on line 20 
of page 8, were estimated by me by allocating a portion 
of the total of such taxes included on line 37 of page 1 of 
Exhibit No. 11 to the various segments of the system shown 
on page 8 based upon actual taxes paid during the calendar 
year 1959. ; 

Depreciation expense, line 21, was supplied by the Budget 
and Forecast Department to which I added depreciation 
expense associated with general plant. Return and Federal 


351 


2710 


income taxes, lines 24, 31 and 38 are brought forward from 
page 7 of this Exhibit No. 11, and the allocation factors 
used on lines 26, 33 and 40 are brought forward from page 6 
of this exhibit. Application of the allocation factors to the 
costs of service for each. segment of the system shown 
produces the amounts which in my opinion are applicable 
to Winter Service as shown on lines 27, 34 and 41, at 634%, 
64% and 6% return, respectively. To obtain the total 
cost of Winter Service, cost of purchased gas and trans- 
mission costs to Station 21A shown on lines 28, 35 and 42 
must be added. 

Q. How did you determine the cost of gas at Station 21A 
shown on lines 28, 35 and 42 of page 8 of Exhibit No. 11? 

A. In determining the cost of the gas to that point on the 
system, I gave consideration to the fact that the gas will 
be delivered into Leidy and Oakford Storage during the 
off-peak season from gas and pipeline capacity not other- 
wise required to meet firm delivery 
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obligations under other rate schedules. The minimum 
charge which could be assigned to this gas would be the 
incremental cost of gas purchased plus out-of-pocket costs 
necessary to move the gas from fields to Station 21A. The 
commodity price in Texas Eastern’s rates at its present 
level includes an element of fixed costs and is therefore 
higher than such incremental cost. To the extent, there- 
fore, that customers other than WS customers reduce their 
takes during the year, Texas Eastern fails to recover its 
full fixed costs associated with that portion of its system 
built to render such service unless it can dispose of such 
gas at that price in some other manner. Costing of the 
off-peak gas to be subsequently delivered to the WS cus- 
tomer at a price equivalent to the commodity level of Texas 
Eastern’s rates insures the recovery of a portion of such 
fixed costs. It is this price that I have used in costing 
WS gas at the point of entry into the facilities beginning 
at Station 21A. 
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Q. What is the total estimated cost of Winter Service? 

A. The total estimated costs of Winter Service based 
upon an estimated delivery of 20,042,100 Mcf of such gas 
are shown on lines 29, 36 and 43, at 634%, 614% and 6% 
return, respectively, and are $13,995,456, $13,362,587 and 
$13,046,101 resulting in average costs of 73.1¢/Mef, 
69.9¢/Mcf and 68.3¢/Mef respectively at 100% use of the 
Winter Contract Quantity. 

Q. Does this complete your explanation of Exhibit 11? 
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A. Yes, except that I should point out that the demand 
and commodity costs shown on page 8 of Exhibit 11 reflect 
application of the method described by the Commission in 
the Atlantic Seaboard Opinion No. 225. 

Q. What is the rate that Texas Eastern proposes to 
charge for Winter Service? 

A. The rate set forth in Exhibit 10 in these proceedings, 
namely, a demand charge of $2.86 per Mcf per month and 
a commodity charge of 30.2¢ per Mef of gas sold and 4.2¢ 
per Mef of storage gas delivered. This rate averages 68.3¢ 
per Mcf at 100% use of the Winter Contract Quantity. 

Q. In your opinion is this a proper rate level? 

A. Yes, because these rates recover the costs incurred by 
Texas Eastern in rendering Winter Service as set forth 
on page 8 of Exhibit 11. 

Q. Please explain how you arrived at the various com- 
ponents of the proposed Winter Service rate. 

A. In developing the various components of the proposed 
Winter Service rate, consideration was given to the various 
provisions of the Winter Service Rate Schedule. From an 
examination of these provisions it would appear that the 
rate design could be the extreme of either a straight-line 
commodity rate of 68.3¢ per Mef delivered or a flat demand 
rate of approximately $4.88 per Mef of Billing Demand 
each month or various combinations of demand and com- 
modity rates, any of which would produce the required 
revenues. In these 
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circumstances I have given weight to these two extremes 
by developing a demand charge of $2.86 per Mcf per month 
and a commodity charge of 30.2¢ per Mef sold, which rate 
produces an average price of 68.3¢ per Mef. Because of 
the optional storage feature of the Winter Service Rate 
Schedule which permits the storage of gas available to 
customers under other of Texas Hastern’s rate schedules, it 
was desirable to include as a part of the Winter Service 
rate, a commodity charge to give some recognition to the 
fact that costs are incurred in delivering gas to and with- 
drawing gas from storage. I have assigned to that com- 
ponent of the WS rate 4.2¢ per Mef which approximates 
the commodity charge applicable to gas eycled through 
Oakford Storage under Texas Eastern’s presently effective 
storage service rate schedule. The commodity charge for 
gas sold under the Winter Service Rate Schedule is a 
combination of the 4.2¢ per Mef storage charge and a charge 
equivalent to the 26¢ per Mef commodity price under Texas 
Eastern’s currently effective rate schedules for long-term 
firm service in Zones C and D. The remainder of the cost 
of Winter Service was assigned to the demand component 
of the rate resulting in a demand charge of $2.86 per Mef 
of billing demand per month. 

Q. Does this complete your prepared testimony in this 
case? 

A. Yes. [2714] 

Q. Are the answers you have given to the questions pro- 
pounded true and correct to the best of your knowledge 
and belief? 


A. Yes. I. D. Burxry. 


Subscribed and sworn to before me, a notary public in 
and for Caddo Parish, Louisiana, this 12th day of April, 
1960. 

My Commission is for life. 


Examon.W. Hotes. 
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Exursir 116 


Preparep TesTIMoNyY oF Urnsan C. FLEMING, JR. 


12. Q. What does your company consider to be the advan- 
tages of WS gas service as proposed, as contrasted 
with the production of manufactured gas to meet 
your winter peaks? 

A. The benefit of WS service as proposed as contrasted 
to the production of manufactured gas are as follows: 


(1) The estimated dollar savings to be realized dur- 
ing the three twelve-month periods beginning 
September 1, 1960 from the use of WS-1 gas as 
proposed, as contrasted with the production of 
manufactured gas are as follows: 


Savings 
WS-1 Gas vs 
Period Peak Shaving 


1960-1961 $12,547 
1961-1962 $32,333 
1962-1963 $36,622 


In extremely cold weather when it is necessary 
to produce the largest volumes of peak shaving 
gas, upwards of 70,000 gallons of L.P. gas will 
be required per day. Since L.P. gas is generally 
in short supply during very cold weather, the 
plant L.P. storage will be rapidly depleted. If 
‘WS-1 gas service is made available, the L.P. gas 
requirements will be substantially reduced. 
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(3) When it is necessary to peak shave in Water- 
bury, L.P. gas is first used as an enriching 
medium. When larger volumes of peak shaving 
gas must be made, L.P. gas is used as a substi- 
tute for natural gas in the reforming process. 


Since there is some difference in the burning 
characteristics of the normal sendout gas and 
that distributed when L.P gas is used in the 
reforming process an increase in the number of 
appliance service calls occurs on days when large 
volumes of peak shaving gas are produced. 


If WS-1 gas service is made available these dif- 
ficulties will be lessened. 
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Exuzsrr 132 


Texas EasTERN TRANSMISSION CORPORATION 
Estimated Sales, By Rate Zones and By Rate Schedules, Year 1962 
(MCF at 15.025 psia) 
February March April May December 
4,759,614 700 5,691,100 
2,100 1 1 820 715 625 658 692 1,100 2,400 


’ 


4,761,714 


1,010,896 
751 ,062 


ao 


8 


Bahs 
$88 3 


8 


44,746,700 644,219, 196 
———S 


‘Transco. = = 11,000,000 
Storage Service Receipts from Transco - 1,853,275 11,000,000 


Hope Transport Gas, Zone C 2,945,000 34,675,000 


Storage Service to 
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Texas EasTeRN TRANSMISSION CORPORATION 
Classification of Cost of Service 
Calendar Year 1962 


(B) (C) (D) () ®) @) 
Total Cost of Service Storage General 
Total Demand Commodity Demand Commodity Commodity 
$ $ $ $ $ $ 
134,569,700 17,628,522 116,941,178 ,628, 116,941,178 


eciY on : 181,967 75,371 
4,184, 500 693, 633 123,350 


2,782,800 2, 12, 800 626 550 , 7 770,200 519,800 


——— 


21,877,500 7,502,710 14,374,790 - = = 718,521 


ie See Equi ra 1,879°600 97,687 707600 , 26 566 23,315 
Se emnr tation jpmen' ,879, 879, 58 
Coe P Maintenance Expenses 17628200 «814,100 «814,100 545,600 


911,787 3,015,413 _- 


——_———_ 


79 ,000 79,000 
276,900 


79,000 355,900 14,000 
8,493,497 17,746,103 76, 2 2,322,724 


ca Underground 8 Storage O&M Expenses 
1 Administrative & General , agomaciien 


24 Depreciation 
25 Return at 6.75% 
26 Other Gas Revenues (Credit) 


27 Total Adjusted Cost of Service 270,795,392 80,373,075 190,422,317 2,711,768 874, 7,227,772 116,817,328 10,210, 
—————— bid nenall ad ——==— 


—=—— 


WURDU WH 


8 S88 B BNKRPS EB 8 


(B) 


Account Title 


1 Othes ay Sopely ot Cor 


Purchased Gas Expenses 

Gas Withdrawn From Underground Storage. . 
Gas Delivered to Underground Storage 

Gas Used for Transmission Compressor Fuel. . 
Gas for Other Utility Uses 

Other Gas Supply 


ion 
759.1 Su ision and Engineering 
759.2 Lal 
759.31 Mains Supplies and 


Expenses 
759.32 Compressor Station Supplies and accor 


—Electric Power 
PR ieetas 
759.33 Meas. & Reg. Station Supplies & Expenses. . 
759.4 Transmission Maps & Records 


Total Operation 


Canes dite 
Meas. & Reg. Station uipment 
Other Transmission System Equipment. . 


Total Maintenance 
Miscellaneous 
1 Ee) eS ricer ore en ena 
761.2 Transmission & Compression of Gas by Others. 


Total Miscellaneous 


34 Total Transmission Expenses 


bed Sarr Storage O & M Expense 
dministrative & General Expense 
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Texas Eastern TRANSMISSION CORPORATION 
Zone Cost of Service 
Calendar Year 1962 


BER 


W|BEBe8 8% 


~ 


1 
~ 
ts 


8) ye BS 


s 


ossen 
PELE: 


276,900 
276,900 
276,900 


801 ,500— 


5,586,733 134,045,100 21,797,787 


359 


ia 


sg Bloress vhs 
:|| 88888 #85 


=e BRE8 


1,182,661 
2,137,546 
1,489,267 
3, 206,652 


10,199,758 


D 4.314 


wf il 


r 


SeSee Bes 


& 
& 


*) 


eueeu? 


& 


PEELE 
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Tsxas Easrenn TRANSMISSION CORPORATION 
Systemwide Including Winter Service 
Allocation of Administration and General Expenses 
Calendar Year 1962 
(F) (H) 
Additional 


Pipeline 
Zone B Zone C ZooeD = Facilities 
$ $ 


$ $ 
19,70 2,770,686 7,321,240 6,524,972 2,206,833 157,500 
00% 14.0140 . "33.0030 11.1621 - 7963 
9,380,400 1,314,569 374663 3,473,608 3,095,814 1,047,046 74,700 


7 Wor! Capital 
8 Metecisls and Supplies. 
Gas Stored Undergro 


20 
21 


100. 
26,011,264 
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Texas EasTERN TRANSMISSION CORPORATION 


System Wide Including Winter Service 


Allocation of Return and Federal Income Taxes 
Calendar Year 1962 


(C) 


502,800 28,744,377 
13,014,300 105,081,253 


1,712,700 
14,727,000 


9,462,000 
5.375% 


, 


994,100 
526 ,000 


(H) 


Zone B Zone C 
$ $ 


) 


Zone D 
$ 


131,757,261 262,538,633 117,291,108 


131,757,261 262,538,633 117,291,108 


38,860,967 64, 401, 689 
92,896,204 198,136,944 


688, 542 912,240 


1,351,713 1,255,468 
278,052 365,514 
307 


——_—_—_ 


2,840,521 
200,977 , 465 


6,437,396 
17..1222240 
4,161,379 


30,900,834 
86,390,274 


406, 105 
444,021 
117,405 
137,288 


1,104,819 


87 ,495 ,083 


5,905,918 
15..7085960 
3,817,812 


41,430,200 


41,430,200 


, y 


39,020,600 


150,800 
29,000 
46,800 

226,600 

39,247,200 
29, py 100 
5.375% 
1,558,800 


2,649,200 
1,181,300 


pees ne on 


4 Percent of Total.....-...-.----eeeseeees 
5 General Plant Depreciation Expense Spread... . 


6 Total Depreciation Expense 
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Texas EasTERN TRANSMISSION CORPORATION 
System Wide Including Winter Service 
Allocation of Depreciation Expense 
Calendar Year 1962 
(C) (D) (E) () (G) () ) (J) 


General Oakford Leidy 
Plant Storage Storage Texas Zone A Zone B Zone C Zone D 


$ $ $ $ $ $ $ $ 
945,200 459,000 301,700 4,153,700 1,412,000 4,095,400 8,194,500 3,652,300 


14,100,100 133,825,630 58,795.368 131,757,261 262,538,633 117,291. 108 
1.96296 18. 63067 8. 18526 18. 34272 36 .54959 16. 32380 
176,097 Ti, 173,375 


477,554 301,700 = 4,329,797 
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Texas EasTERN TRANSMISSION CORPORATION 
Cost of Winter Service 


Calendar Year 1962 
Existing 
Pipeline System 
East of 
Station 21A 
Particulars Zone C 


Transmission Expenses 
Operations 
Supervision and Engineering........ 


Other Operation Expenses 
Total Operation 


eo NAnrhonre 


o 


Maintenance 
Supervision and Engineering 
Compressor Station Equipment 
Other Maintenance Expenses 


Total Maintenance 


J 
ar) 


17 
18 Total Underground Storage. . . 


19 Administrative and General Expenses 
20 Taxes—Other Than Federal Income 
21 Depreciation 


22 Cost of Service Before Return and Federal Income Tax... 


23 Return at 84% 
24 Return and Federal Income Tax 
25 Total Cost of Service at 634% Rate of Return 1,424,401 


26 Return at 64% 
27 ~=-Return and Federal Income Tax 752,205 
28 Total Cost of Service at 634% Rate of Return 1,346,605 


29 Return at 6% 
30 Return and Federal Income Tax 713,307 
31 Total Cost of Service at 6% Rate of Return 1,307,707 


365 


[2991] 


Texas EasTERN TRANSMISSION CORPORATION 
Rate Base, Return and Federal Income Taxes 
Calendar Year 1962 


rods 
ipeline System 
East of 


° 
Station 21A 
Zone C 


Base Storage Gas. . 
Total Gas Plant 
Reserve for Depreciation 


Working Capital 
Materials and Supplies 
Gas Stored Underground. 


BOOMING GT PWHH 


7 


12 Total Working Capital. . . 
13 Total Rate Base 

14 70% of Plant.. 

15 Interest Rate 

16 Total Interest Charge 


17 Return at 6% 
18 Federal Income Tax 


19 Total Return at 634% and Federal Income Tax 


20 Return at 64% 
21 Federal Income Tax 


22 Total Return at 634% and Federal Income Tax 


23 Return at 6% 
24 Federal Income Tax 


25 Total Return at 6% and Federal Income Tax 
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Exurerr 135 


Staff’s Proposed Rates, Unit Costs & Revenues for Proposed 
Winter Service 


Texas Eastern TRANSMISSION CORPORATION 
Docket Nos. G-18969, et al. 
Proposed Rates 
Rate Schedule WS 

Winter Service 
Demand Charge $2.52 per Mef of Billing Demand, each month of the 
Commodity Charge 3 4.08 p r et yl nie Storage gas delivered 

.O¢ per Mef of all other gas delivered 

Minimum Annual Bill 


Demand C! $2.52 times 12 times the Average Daily Quantity plus 
Comedie Charge St Winter Storage Quantity: None 
b) Other Winter Service gas: 41¢ times the Winter 
Contract Quantity less the Winter Storage 
Quantity 
Billing Adjustments 
76¢ in Section 6.1 (a) Exhibit 10, Sheet 3 
76¢ in Section 6.2 Exhibit 10, Sheet 4 
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Texas Eastern TRANSMISSION CoRrPORATION 
Docket Nos. G-18969 et al. 
Proposed Winter Service 
Cost of Service—Year 1962 
Line Function Total Demand Commodity 
Q) (2) (3) (4) (5) 
1 Gas Supply * 
2 For Oakford Storage ' ,749, $ 569,757 $ 1,179,851 
3 For Leidy Storage* 4,612,894 1,687,644 2,925,250 
$2,257,401 $ 4,105,101 
2,672,280 17,543,169 
6 Uk $4.47 23.40 


7 Transportation 

8 East of Station 21A 

9 Additional Facilities * $2,326,050 $ 2,446,550 
10 Billing titiee—Mef ? 2,672,280 20,042,100 
11 Unit ¢ ‘ 87.04 12.21 


12 Existing Facilities * $ 752,655 $ 204, 211 
13 Less Credit Existing Facilities. (376 ,328) (102,105) 


$ 376,327 $ 102,106 
2,672,280 20,042,100 
14.08 0.51 


$ 555,498 $ 274,513 
936 ,200 200 


, ’ 


$1,491,698 $ iveaited 
2,672,280 20,042,100 
55.82 6. 

42 


3 
30 
42¢ 


76.215¢  $2.4141 


ao as shown on Page 5. Includes Transportation in Zones Cand D. 
1 Psia. 
3 From Texas Eastern Exhibit No. 11, Page 8. 
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Texas EasTERN TRANSMISSION CORPORABION 
Docket Nos. G-18969 et al. 
Derivation of Storage Service Rate 
Year 1962 
Total Demand Commodity 
(3) (4) (5) 


$ 555,498 $ 274,513 

Leidy Sto. . 925,400 936 , 200 989 , 200 
4 Additional ‘acilities?. . . 4,772,600 2,326,050 2,446,550 
5 $7,528,011 $3,817,748 $3,710,263 


6 
7 
8 


Balance 
9 Volumes—Mef? . 
10 Unit ov eraetaed Cost. . 


" {Rage 2, Lines 18 and 19. 
? Page 2, 
tise Pae 
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Texas Eastern TRANSMISSION CORPORATION 
Docket Nos. G-18969 et al. 
Proposed Winter Service 
Comparison of Estimated Revenues and Costs 
Year 1962 
Line Total Demand Commodity 
(1) (2) (3) (4) (5) 
1 Staff Proposed Rates 
2 Winter Service $2.52 
3 Winter Storage Service (@) 
4 Volumes—Mef 15.025 Psia 
2,672,280 Beret 


’ , 


$13,926,845 $6,734,146 $ 7,192,699 
52,200 _ 52,2007 


$13,979,045 $6,734,146 $ 7,244,899 


$2,257,401 $ 4,105,101 
2)702,377 2,548,656 
1,491,698 1,263,713 
$6,451,476 $ 7,917,470 


$ (282,670) $ 672,571 


1 Demand rate for Winter Service applies also to Winter Storage service. 
2 Buyer also pays for storage gas ‘under other firm rate schedules of Texas 
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“Texas Eastern TRANSMISSION CORPORATION 
Docket Nos. G-18969 et al. 
Winter Service 
Cost of Gas Supply 
Year 1962 


(1) (2) 
1 For Oakford Storage 
2 Rate tel" 34.7¢ 11.3¢ 


3 _ Volume—Mef 
4 Cost of Oakford Gas Supply $1,749,608 $ 569,757 


5 For Leidy eg 


6 DCQ-D Ra $ 4.56 
7 100% Load Tactor Rate 41.0¢ 15.0¢ 
8 9% “of 100% Load Factor Rate... 36.9¢ 13.5¢ 
9 Volume—Mcf 


10 Cost of Leidy Gas Supply $4,612,894 $1,687,644 
11 Total Cost of Gas Supply 


For Oakford Storage 042, $1,749,608 $ 569,757 $1,179,851 
For Leidy Storage 12,501,069 4,612,894 1,687,644 


, ’ ’ 


17,543,169 $6,362,502 $2,257,401 $4,105,101 


1 Contingeritly effective in Docket No. G-18841. 
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Exuzrr 136 


Preparep TesTrmony oF JosePH J. CugEy 


Reuative to Exuzsrr No. 135 


Q. Please state your name and address? 

A. Joseph J. Curry, Silver Spring, Maryland. 

Q. By whom are you presently employed? 

A. By the Federal Power Commission. 

Q. What is your educational and professional back- 
ground? 

A. I was graduated from Tri-State College in 1930, with 
a Bachelor of Science degree in electrical engineering. I 
am licensed to practice professional engineering in New 
York State. 

Q. What has been your employment and experience, 
particularly as related to utility matters, since you were 
graduated from college? 

A. In January 1935, I joined the Staff of the New York 
Public Service Commission, Bureau of Research and Valua- 
tion, where I was employed until July 1950, excluding the 
period from January 1943 through February 1946 when 
I served in the United States Army. I was first employed 
by the New York Commission as a junior engineer and 
subsequently was promoted to assistant rates examiner, 
senior rates examiner, senior rates analyst and associate 
rates analyst. 

My duties consisted of analysis, interpretation and design 
of electric, gas and omnibus tariffs and rates, collection of 
data for design of rates, preparation of testimony and ex- 
hibits to be presented by the New York Commission’s staff 
at public hearings, and writing reports on tariffs, rate 
schedules and contract changes filed by utilities. 
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Q. How long have you been employed by the Federal 
Power Commission? 
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A. Since July 31, 1950. 

Q. What has been your experience while employed by the 
Federal Power Commission? 

A. I was first employed as a rate investigator and was 
classified subsequently as a general engineer and super- 
vising general engineer. My principal duties have been 
in connection with natural gas rates and allocation of costs 
in certificate cases involving rate matters. 

Q. In what capacity are you presently employed by the 
Federal Power Commission? 

A. I am a supervising general engineer, regulatory en- 
gineer, gas and/or electric, in the Bureau of Rates and 
Gas Certificates. Under the general administrative direc- 
tion of the Assistant Chief of the Bureau in charge of rate 
filings, I have supervision over the rate filings of natural- 
gas pipeline companies. 

Other assignments on rate matters include the prepara- 
tion of exhibits, design of rates and tariff provisions and 
related work for use in negotiations at conferences, for 
settling docketed rate increase applications, including par- 
ticipation in such conferences. Further duties are to super- 
vise and review reports and memoranda prepared by my 
assistants on proposed changes in tariffs, rate schedules 
and contracts filed with the Commission by natural-gas 
pipeline companies. 


[3000] 


Q. Have you previously testified in Commission pro- 
ceedings? 

A. Yes. I have testified both in the proceedings leading 
to Opinion No. 269 in Docket Nos. G-1116, e¢ al., Panhandle 
Eastern Pipeline Company, and the re-opened proceedings 
on the issue of the amount of refund to be made by Pan- 
handle under those dockets. 

Furthermore, I have testified on rate matters in Docket 
Nos. G-2217, G-2505 and G-17485, et al., Northern Natural 
Gas Company; G-2260 and G-2576, Colorado Interstate Gas 
Company; G-2506, Panhandle Eastern Pipeline Company; 
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G-9547 and G-10592, United Gas Pipeline Company; 
G-11107, Tennessee Gas Transmission Company and 
G-12200, Eastern Shore Natural Gas Company. 

Q. Did you prepare Exhibit No. 135? 

A. I did. 

Q. Please describe Exhibit No. 135. 

A. Exhibit 135, Page 1, shows the demand and commodity 
rate levels which I believe are proper for Texas Hastern’s 
proposed Winter Service i.e., the monthly rates which 
should be inserted in Exhibit 10 Sheet 2 paragraph 3. 
Rate. These rates are $2.52 demand per Mef; 4.0¢ storage 
per Mef; 41¢ per Mef for all other gas. The demand rate 
of $2.52 should also be inserted in Paragraph 4.1; Minimum 
Annual Bill and the commodity rate 41¢ in Paragraph 
4.2 (b). No change is proposed in Paragraph 4.2 (a) of 
Sheet 2, Exhibit 10. The rate of 68.3¢ in Paragraph 6.1 
(a) should be changed to 76¢ per Mcf, the approximate 
average rate determined herein from the proposed demand 
and commodity costs. The same change should be made in 
Paragraph 6.2 on Sheet 4 of Exhibit 10. No other changes 
are recommended in Exhibit 10. 


3002 
[3001] 


Q. Will you now describe how the rates which you pro- 
pose were determined? 

A. The derivation of the proposed rates is shown on 
Pages 2, 3 and 5 of Exhibit 135. The cost data except for 
gas supply are from Exhibit 11. I have accepted for pur- 
poses of determining initial rates for Winter Service the 
overall cost estimates of Texas Eastern for the Year 1962 
as classified and allocated on Page 8 of Exhibit 11 except 
for Cost of Purchased Gas and Transportation, lines 28, 
35 and 42. Under the computations headed Return at 
634%, at 644% and at 6% I have chosen the lowest, 6% 
return, line 38. 

Exhibit 11 shows at line 5, Columns E, F, K and L 
Compressor Station Supplies and Expenses—Electric 
Power classified 50% to demand and 50% to commodity. 
I question this 50-50 classification rather than 100% to 
commodity but because of the slight effect of its use on 
overall results, an amount of $9,626 I have accepted it for 
the rate purposes of this proceeding. I also question the 
failure to credit a percentage of Federal Income taxes to 
Working Capital in determination of rate base. However, 
since the amount involved is relatively small ($62,000 ap- 
proximately) I have not adjusted the cost of service on 
Exhibit 11 for this eredit. 

Page 2 of Exhibit 135 shows the development of Mef unit 
costs of the proposed Winter Service by the cost functions: 
Gas Supply, Transportation and Storage. Gas supply for 
the gas stored in Oakford Storage Field is priced at the 
ACQ-C, (Annual Contract Quantity—Zone C) rate of Texas 
Eastern in effect subject 
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to refund in Docket No. G-18841. Details of the computa- 
tion are on Page 5 of this exhibit. The rate is equivalent 
to 90% of the average price at 100% load factor under the 
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firm contract demand rate (DCQ-C) in Zone C. The vol- 
umes are 5,042,100 Mef. I have priced the gas supply for 
the gas to be stored in Leidy Storage Field located in Texas 
Eastern’s Zone D at 90% of the 100% load factor price 
under the firm contract demand in Zone D of Texas Eastern. 
Texas Eastern does not have an ACQ rate schedule for 
sales of annual contract volume in its Zone D, however, I 
believe the supply price for the gas stored in Leidy should 
be determined on the same basis as that I have proposed 
for Oakford except for the cost of additional transportation 
beyond Zone C into Zone D. 

Texas Eastern in Exhibit 11 has used the commodity 
rate of the annual firm rate schedules, a price of 26¢ per 
Mef for the same gas supply which I have priced at the 
90% of the 100% load factor price under the firm rates in 
Zone C and D. I believe the supply price should include 
also some demand charges in addition to the 26¢ commodity 
rate so as to assign demand costs which are applicable dur- 
ing the off-peak months to the deliveries to Oakford and 
Leidy through existing pipeline facilities. The prices I have 


proposed include demand charges as shown on page 5 of 
this exhibit. The ultimate revenue effect would be a credit 
to demand costs otherwise assigned to the annual firm 
rates to the extent of the demand charges in the prices 
I propose. 
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Q. Do you have any other reasons for pricing Gas Supply 
as you have? 

A. Yes. In addition, it may be noted from Texas Hast- 
ern’s tariff that any customer in Texas Eastern’s Zone C 
buying separate volumes of gas for storage purposes in the 
off-peak months would purchase such gas volumes under 
the Texas Eastern ACQ-C rate, the same rate which I have 
used for gas stored at Oakford as contemplated in the 
present application. Similarly, if a request were made 
for storage gas in Zone D and it could be delivered, it is 
logical to expect that the rate would follow the form of 
ACQ-C except for the price increase required by additional 
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transportation to the delivery, a point within Zone D. I 
do not believe that customers individually purchasing gas 
for storage purposes during off-peak months should pay 
a higher rate than the Winter Service customers purchas- 
ing the same gas for the same purposes on a collective basis. 

Q. Do you have any more to say on the Gas Supply prices 
you propose? 

A. In event of a reduction in rates as a result of pro- 
ceedings in Docket No. G-18841, the prices I have proposed 
for gas supply at Oakford and Leidy should be propor- 
tionately reduced, thus reducing the initial rate proposed 
for Winter Service. 

Q. Will you now describe how the unit costs which you 
show for Gas Supply were computed? 

A. The total cost of Gas Supply is $6,362,502, classified 
$2,257,401 to demand and $4,105,101 to commodity as shown 
on line 4, page 2, of Exhibit 135. The details of the classi- 
fication are shown on page 5. The classified costs were di- 
vided by the billing 

[3004] 


units, demand and sales taken from Texas Hastern’s Ex- 
hibit 9, Page 11, line 29, columns F and G and shown on 
line 5 of this exhibit. The resulting unit demand and com- 
modity costs are 84.47¢ and 23.4¢ per Mef respectively. 
The resulting average cost is 36.267¢ per Mef as compared 
with the 26¢ per Mef cost utilized by Texas Eastern for 
Gas Supply and of transportation. 

Q. Please describe the next function, Transportation, on 
your Exhibit? 

A. The costs used for the transportation function are 
divided into Additional Facilities costs and Existing Facili- 
ties costs. As heretofore stated, the Additional Facilities 
costs are taken from Exhibit 11 of Texas Eastern, Columns 
K and L with Return computed at 6%. I believe it to be 
proper to charge these costs 100% to the proposed Winter 
Service at least until it can be demonstrated that presently 
rendered services are benefitted by these additional facili- 
ties. The unit costs are determined by dividing the sales 
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pilling demand units jnto the classified demand costs and 
dividing the classified commodity costs by the anticipated 
annual sales capacity. Since the additional facilities are 
constructed for deliveries of 20,042,100 Mef annually T have 
used this volume as a than the 
17,543,169 Mef sales and 
estimated for 1962. The use o 
jn a lower unit cost and will tend to prev 
if the annual deliveries for 1962 are greater than presently 
estimated. 

[3005] 


The cost of service for existing facilities east of Com- 
pressor Station 214 was taken from Exhi 
8, Columns B and F, using 2 6% return. 
the total cos a Winter Service 
50% of the abov shibit 11 
cost of gas supply for heretofore described 
includes demand and co imately 
6 month portatio i i 
ing pipe s hauled thro 


to Leidy 
The unit cos rmined in the same manner as 
those for the a jes just described. 

Costs for the on page 2 of the Exhibit, 
Storage, are fro xh 8. umns G through 
J. Return at ek i classified to 


demand and commo' 
total cost of 
demand uni for Winter 
Service, the sum of 5,04 000,000 
Mef at Leidy or 4 

Since the cost for Le’ Storage Field and 
the cost of servi Oakford Storage 
Field are for the d not for any 
of the existing services i i 
costs to Winter Service 
by Texas Bastern. 

The unit costs determined as described herein for the 
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three functions amount in total to $2.4141 per Mef of billing 
demand and 42.42¢ per Mef of commodity as shown on line 
23 of page 2. 

[3006] 


For the purpose of pricing, I have added about 10.6¢ 
to the unit demand cost to obtain the proposed demand 
rate of $2.52 per Mcf. I have made an approximate cor- 
responding reduction of 1.42¢ in the commodity cost of 
42.42¢ to obtain the 41¢ commodity rate proposed. These 
changes from a revenue viewpoint offset each other. 

I believe there are mitigating circumstances in this proj- 
ect which permit a reasonable departure from actual unit de- 
mand and commodity costs for the determination of rates. 
These circumstances are the option granted to a Winter 
Service customer to substitute his own gas for up to 30% of 
the contract quantity available as Winter Service. This 
is accomplished by cut backs in the summer months in 
deliveries under other Texas Eastern rate schedules or by 
additional purchases for storage under the other schedules. 
Widespread use of the 30% option may prevent recovery. 
of storage and additional facilities cost of service under 
the Atlantic Seaboard cost classification unless the prices 
are ‘tilted’? to the demand side, i.e. a portion of classified 
commodity costs recovered in the demand rates. The 
proposed annual minimum bill does not apply, so far as 
commodity rates are concerned, to the 30% optional storage 
gas. In addition rounding the unit costs from fractional 
cents to dollars and cents for rate making purposes is 
desirable from a billing viewpoint. Such rounding is 
usually made by inereasing the demand rate as I have done. 


[3007] 


Q. Do you have any further comment on the proposed 
Winter Service? 

A. Yes. TI believe the type of service proposed, i.e. 
Winter Service is a desirable service and is in the public 
interest. In effect it substitutes one peak shaving service 
by the pipeline supplier for individual peak shaving by 
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billing demand units into the classified demand costs and 
dividing the classified commodity costs by the anticipated 
annual sales capacity. Since the additional facilities are 
constructed for deliveries of 20,042,100 Mef annually I have 
used this volume as a divisor rather than the sum of the 
17,543,169 Mef sales and the 1,304,991 Mef storage service 
estimated for 1962. The use of the larger volume results 
in a lower unit cost and will tend to prevent excess revenues 
if the annual deliveries for 1962 are greater than presently 
estimated. 
[3005] 


The cost of service for existing facilities east of Com- 
pressor Station 21A was taken from Exhibit 11 herein, page 
8, Columns E and F, using a 6% return. In determining 
the total cost for the proposed Winter Service I deducted 
50% of the above costs shown on Exhibit 11 because the 
cost of gas supply for Leidy Storage heretofore described 
includes demand and commodity costs for approximately 
6 months covering transportation to the point on the exist- 
ing pipeline where gas is hauled through the new facilities 
to Leidy Storage Field. 

The unit costs were determined in the same manncr as 
those for the additional facilities just described. 

Costs for the last function on page 2 of the Exhibit, 
Storage, are from Exhibit 11, page 8, Columns G through 
J. Return at 6% was used. The unit costs, classified to 
demand and commodity were determined by dividing the 
total cost of storage, Oakford and Leidy by the sales billing 
demand units and the annual storage capacity for Winter 
Service, the sum of 5,042,100 Mef at Oakford and 15,000,000 
Mef at Leidy or a total 20,042,100 Mef. 

Since the cost of service for Leidy Storage Field and 
the cost of service for the portion of Oakford Storage 
Field are for the benefit of Winter Service and not for any 
of the existing services I believe it proper to assign the 
costs to Winter Service and Winter Storage as proposed 
by Texas Eastern. 

The unit costs determined as described herein for the 
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three functions amount in total to $2.4141 per Mef of billing 
demand and 42.42¢ per Mef of commodity as shown on line 
23 of page 2. 

[3006] 


For the purpose of pricing, I have added about 10.6¢ 
to the unit demand cost to obtain the proposed demand 
rate of $2.52 per Mef. I have made an approximate cor- 
responding reduction of 1.42¢ in the commodity cost of 
42.42¢ to obtain the 41¢ commodity rate proposed. These 
changes from a revenue viewpoint offset each other. 

I believe there are mitigating circumstances in this proj- 
ect which permit a reasonable departure from actual unit de- 
mand and commodity costs for the determination of rates. 
These circumstances are the option granted to a Winter 
Service customer to substitute his own gas for up to 30% of 
the contract quantity available as Winter Service. This 
is accomplished by cut backs in the summer months in 
deliveries under other Texas Eastern rate schedules or by 
additional purchases for storage under the other schedules. 
Widespread use of the 30% option may prevent recovery. 
of storage and additional facilities cost of service under 
the Atlantic Seaboard cost classification unless the prices 
are ‘‘tilted’’ to the demand side, i.e. a portion of classified 
commodity costs recovered in the demand rates. The 
proposed annual minimum bill does not apply, so far as 
commodity rates are concerned, to the 30% optional storage 
gas. In addition rounding the unit costs from fractional 
cents to dollars and cents for rate making purposes is 
desirable from a billing viewpoint. Such rounding is 
usually made by increasing the demand rate as I have done. 


[3007] 


Q. Do you have any further comment on the proposed 
Winter Service? 

A. Yes. I believe the type of service proposed, i.e. 
Winter Service is a desirable service and is in the public 
interest. In effect it substitutes one peak shaving service 
by the pipeline supplier for individual peak shaving by 
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many of the distributor customers. It seems apparent 
that the substitution of one for many services should be a 
worthwhile economy so long as the customers who do not 
want such a service are not required to pay for it or to 
subsidize those who do want the service by contributing 
to its cost. Actually in this project I believe all customers 
benefit under the rates I have proposed since the off-peak 
volumes of gas put into storage for Winter Service bear 
a fair share of the existing demand costs and the cost 
of the new facilities is borne only by those receiving Winter 
Service. The proposed operation should result in a higher 
load factor as related to present pipeline capacity because 
of the summer deliveries to storage. 

Q. Does that complete your testimony on Exhibit 135? 

A. Yes—except to point out the relatively small de- 
ficiency in 1962 estimated revenues as shown on page 4. 
Since the proposed rate is an initial rate based upon esti- 
mates, I do not believe the deficiency is significant. Actual 
costs and sales when available may vary from the estimates 
and, in any event, an appropriate filing under Section 4 of 


the Natural Gas Act will correct any discrepancies when 
actual performance is available. 
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Q. Do you have any comment on the proposed rate of 
Algonquin? 

A. The staff has examined Algonquin’s proposed rate 
level and cost support and notes that working capital was 
not credited with a proportion of Federal income taxes and 
that a 614% rate of return is claimed. Presumably the 
rate of return which Algonquin is entitled to will be estab- 
lished in its rate proceedings now docketed. I believe the 
same rate of return should be allowed for its Winter Service 
rate and that working capital should be credited for Federal 
income tax accruals in such proportion as the Commission 
believes proper. 

Q. Do you have any further direct testimony in these 
dockets? 

A. No. 
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Exurerr No. 137 


BerorE THE FEepERAL PowEer ComMMISSION 
Unrrep Srares or AMERICA 


Docxer Nos. G-18,968-18,969 et al. 


In tHe Marrer or Texas Eastern TRANSMISSION 
Corporation 


Resvurray Testimony or Rogert 8. Quic 


Q. Please state your name and address. 

A. My name is Robert S. Quig. I reside in West Orange, 
New Jersey. 

Q. State your occupation and experience. 

A. Presently I am Coordinator of the Management Con- 
sulting Division of Ebasco Services Incorporated, Two 
Rector Street, New York 6, New York. 

I graduated from Iowa State College, Ames, Iowa, in 
1927 with the degree of B.S. in Civil Engineering, and 
from the Graduate School of Business Administration, 
Harvard University, Cambridge, Massachusetts (1930) 
with the degree of M.S. in Business Administration. During 
the period 1927-1929, I was associated with E. I. Du Pont 
de Nemours Company, Inc., Old Hickory, Tennessee, en- 
gaged in production work, and with the New Jersey Bell 
Telephone Company, Newark, New Jersey, engaged in 
budget planning and analysis work. 

In 1930 I joined the Rate Department of Electric Bond 
and Share Company as Assistant Rate Engineer. 
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I retained this position with the formation of Ebasco 
Services Incorporated in 1935 and have been progressively 
Rate Research Engineer, Rate Consultant, Assistant Rate 
Department Manager and Manager of the Rate Department. 
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At present I am responsible for directing the activities 
of consulting and technical personnel of the Management 
Consulting Division of Ebasco Services Incorporated. 

My rate experience within the past 30 years has been 
concerned with rendering consulting advice to top manage- 
ment of utilities within the Electric Bond and Share group 
and, more recently, utilities outside of that group, in this 
country and abroad. The utility fields covered have in- 
volved consultation on rate, pricing, marketing and oper- 
ating problems of manufactured and natural gas, electric, 
steam, water and transit companies. Included has been 
preparation of data for and testimony before federal, state 
and municipal regulatory organizations. 

I am a member of the Rate Committee of the American 
Gas Association, the Rate Research Committee of the 
Edison Electric Institute and the Load Research Committee 
of the Association of Edison Illuminating Companies. 

I have testified on rate matters in formal proceedings 
before the Federal Power Commission in the matter of 
Panhandle Eastern Pipe Line Company—Docket No. G-1116 
et al, 1950-1954; before the Rhode Island Department of 
Business Regulation Public Utility Administrator in the 
matter of The Narragansett Electric Company; before the 
Oregon 
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Public Utilities Commissioner in the matter of Northwest 
Natural Gas Company; before the Los Angeles Board of 
Water and Power Commissioners and City Council in the 
matter of the rate structure of the Los Angeles Department 
of Water and Power. 

I have advised client company personnel on rate and 
pricing matters in numerous regulatory jurisdictions. 

Q. On whose behalf are you called as a witness in this 
proceeding? 

A. Consolidated Edison Company of New York, Inc., 
The Brooklyn Union Gas Company and the Long Island 
Lighting Company. 

Q. What did these companies ask you to do? 
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A. I was asked to study the testimony and exhibits in 
these proceedings, particularly the direct testimony and 
testimony on cross-examination of Texas Eastern witness 
Bufkin and Staff witness Curry, in order that I might form 
an opinion as to the desirability of the proposed Winter 
Service, and the correctness of the methods employed and 
the conclusions reached by Texas Eastern and by the Staff 
with respect to the form and level of the proposed Winter 
Service rate, and to give my own independent opinion as 
to the costs reasonably assignable to the proposed Winter 
Service and the proper form and level of the rate for such 
service which would reasonably recover the cost of ren- 
dering such service. 

Q. Mr. Quig, what is your understanding of Texas Hast- 
ern’s proposal in these proceedings? 
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A. I understand that Texas Eastern Transmission Cor- 
poration seeks authority to construct and operate 214 miles 
of various sized transmission lines, one new 3,300 hp com- 
pressor station, some impeller changes at existing stations 
and two metering and regulating stations. 

These additional facilities are proposed to be constructed 
and operated to enable Texas Hastern to sell and deliver 
approximately 20,042,100 Mef annually on a long-term firm 
basis to some twenty-two customers (approximately 334,- 
036 Mcf on Maximum Day) under the proposed Winter 
Service Rate Schedule. 

It also seeks authority to sell up to 20,000,000 Mef 
annually to four member companies of the Consolidated 
Natural Gas System over a 20-year period under Texas 
Eastern Rate Schedule ACQ-C (service of this same volume 
of gas is presently being rendered these companies under 
this rate). 

All of these volumes are at 15.025 psia. 

Q. Mr. Quig, will you also state what your understanding 
is of the proposed Winter Service? 

A. It is service rendered from storage under long-term 
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agreement for delivery during the winter period from 
November 16 through April 15. The Buyer contracts for 
a specified volume of gas, known as the Winter Contract 
Quantity, to be available for delivery during the winter 
period. The Billing Demand is the Average Daily Quantity 
specified in the agreement, which quantity is 1/90th of the 
Winter Contract Quantity. Deliveries 
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are subject to daily volume limitations, with takings up 
to 150%of the Average Daily Quantity permitted until 
80% of the Winter Contract Quantity shall have been 
delivered, 125% of Average Daily Quantity until 90% has 
been delivered and Average Daily Quantity Deliveries for 
the balance. Buyer may elect to provide from its own 
gas supply under other Texas Eastern rate schedules up 
to, but not in excess of, 30% of the Winter Contract Quan- 
tity, which gas is specified as the Winter Storage Quantity. 

Q. What have you done in order to arrive at a conclu- 
sion as to the costs assignable to the proposed Winter 
Service and as to the adequacy and propriety of the Winter 
Service Rate? 

A. Lhave studied and analyzed the testimony and exhibits 
presented in these hearings. 

Q. Upon what have you based your conclusions, Mr. 
Quig? 

‘A. I have assumed, based upon my study of the record, 
that: 


(1) Texas Eastern has high take-or-pay obligations for 
purchased gas on the one hand and maximum 
daily responsibilities under DCQ, GS and SGS 
rates for gas deliveries on the other. 

(2) Texas Eastern attempts to operate its pipeline as 
close to 100% load factor as possible. However, 
Texas Eastern is unable to utilize its full capacity 
at all times and to sell all gas available to it due 
to inability of its customers to take the maximum 
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volume deliveries every day of the year for which 
they have contracted. This situation results in 
Texas Eastern having off-peak 
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capacity on its hands on a daily and hourly basis. 
Texas Eastern has, adjacent to its principal mar- 
ket, old Appalachian gas fields capable of storing 
the volumes of gas required to render the pro- 
posed WS Service. 

Texas Eastern will have available the supplies of 
gas and capacities required to meet the WS obli- 
gations. This volume of WS gas would be 2.9% 
of estimated 1962 sales. 


Q. Mr. Quig, is it your opinion that the proposed Winter 
Service is desirable? 

A. Yes, it is, assuming that the evidence in this proceed- 
ing shows that there is a market for the proposed quanti- 
ties of gas for winter usage. I think that the proposed 


Winter Service is desirable both from the point of view 
of the customer and the pipeline. In order to meet this 
market, Texas Eastern proposes to utilize the unused off- 
peak capacity it has provided to supply contract require- 
ments of its customers who find that, at certain hours and 
days, they cannot take the quantities that go with their 
contracts. 

By utilization of the old Appalachian gas fields for stor- 
age, Texas Hastern will use existing pipeline capacity built 
for present contract commitments to move gas to storage 
in off-peak periods. It will be storing, or warehousing, 
gas not wanted by existing customers and which otherwise 
would not be sold or might be sold as interruptible gas. By 
this storage process and by providing additional pipeline 
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capacity East of Station 214A, this gas, moved during off- 
peak periods West of Station 21A, permits Texas East- 
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ern to make deliveries, as contemplated under the WS Rate 
Schedule. This proposed utilization of storage and capac- 
ity in the pipeline West of Station 214 will enable Texas 
Eastern to operate these lines at higher load factor. 

Q. How will the customers benefit from the proposed 
Winter Service? 

A. In my opinion, all of Texas Eastern’s customers will 
benefit from the proposed service. 

First—Any Texas Eastern customer electing WS Serv- 
ice will be able to purchase a winter period supply of gas 
but having limited annual volume. The annual quantity 
available will be limited to 60 times the Maximum Daily 
Quantity contracted for whereas the annual volumes avail- 
able under the DCQ and GS Schedules are, respectively, 
365 times and 270 times the Maximum Daily Quantity con- 
tracted for. 

Second—Customers not taking Winter Service will bene- 
fit to the extent that the sale of WS gas at a price higher 
than the incremental cost contributes to the support of the 
whole enterprise. 

Third—All customers will benefit because the additional 
volume of gas required to be stored to meet the Winter 
Service obligations will assist Texas Eastern in taking gas 
from suppliers at volumes that keep these takes above take- 
or-pay-for minimums. 

Fourth—Customers electing WS Service can utilize the 
volumes of gas available to them under DCQ and GS Rate 
Schedules, that otherwise would 
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not be taken or which they might sell as interruptible gas, 
by having such volumes stored by Texas Eastern. 

Q. Will this Winter Service be available to any Texas 
Eastern customer? 

A. I understand that it has been offered to all Texas 
Eastern customers. 

Q. Mr. Quig, referring you to the cost of service for 
Winter Service gas and the rates with respect thereto pre- 
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pared by Mr. Bufkin and Mr. Curry, in your opinion, are 
such costs of service and rates proper? 

A. Not in all respects. 

Q. With respect to Mr. Bufkin’s cost of service, what 
comments do you have? 

A. In my opinion, costs should follow the incidence of 
their causation. In general, Mr. Bufkin has allocated all 
costs except fuel 50% to demand and 50% to commodity. 
I believe that there is sufficient relation to volume handling 
of gas to warrant fuel and other compressor station sup- 
plies and expenses being assigned to the commodity com- 
ponent. I believe that the other operating and mainte- 
nance expenses, depreciation, return, and federal income 
tax should be assigned 100% to demand for the reason 
that the use of the service that is provided by all these 
facilities, is, in my judgment, entirely demand-related. For 
the most part, these expenses will go on regardless of 
volumes of gas in and out of storage. These facilities, 
namely Oakford, Leidy and the additional pipeline facili- 
ties, 
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have been or will be constructed to perform a service to 
customers during a period when demand is the criterion 
and not volume. 

Q. With respect to the WS rate proposed by Mr. Bufkin, 
what comments do you have? 

A. In my opinion, the allocation for the type of service 
proposed should take greater cognizance of the demand 
aspect of the cost. If this were done, the result would be 
a higher Demand Charge and a lower Commodity Charge 
than Mr. Bufkin proposes. 

Q. Would your comments with respect to Mr. Bufkin’s 
testimony and exhibits be applicable to Mr. Curry’s Ex- 
hibits 135 and 136? 

A. In general, yes. With respect to Oakford, Leidy and 
the additional pipeline facilities, Mr. Curry has allocated 
costs in much the same manner as Mr. Bufkin. As I said 
in respect to Mr. Bufkin’s allocation, the nature of the 
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service, and therefore the costs, are, in my judgment, pri- 
marily demand-related and should be so treated. 

Q. Does Mr. Curry’s approach differ from that of Mr. 
Bufkin’s in any important respects? 

A. Yes. Mr. Curry has imputed to the gas delivered to 
storage by Texas Eastern the ACQ price—the actual price 
in Zone C and one he constructed in Zone D—whereas Mr. 
Bufkin used the commodity component of the DCQ 
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and GS rates, 26¢, which is the same as the interruptible 
rate. Mr. Curry’s treatment of crediting to the cost of 
existing facilities 50% of the cost of these facilities allo- 
eated to Winter Service appears to recognize in part the 
overcharge that is present when the ACQ price is used as 
the imputed cost to the gas introduced into storage during 
off-peak periods. It is by no means clear that a proper 
adjustment to the ACQ price could be arrived at in this 
manner. 

Q. Are you familiar with Texas Eastern’s ACQ-C rate? 

A. I am. 

Q. What kind of service is rendered under this rate? 

A. This rate provides for a service, available only in 
Zone C, under which Buyer purchases and Seller is obli- 
gated to tender for sale and delivery a specified Annual 
Contract Quantity. 

The Service Agreement between Buyer and Seller pro- 
vides for an agreed-upon Maximum Daily Volume. Seller 
may tender gas for delivery to Buyer at such times, periods, 
and such delivery rates as Seller may elect up the Maxi- 
mum Daily Volume agreed upon between Buyer and Seller. 
Seller cannot deliver gas to Buyer in excess of the speci- 
fied Maximum Daily Volume without the consent of Buyer. 
Furthermore, Buyer may request Seller to control the flow 
of gas by operation of its flow control valves. In fact, the 
schedule provides that during the days that service 
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is being rendered under the rate schedule, deliveries shall 
be made as nearly as practicable at uniform hourly rates 
of flow. To further support that the ACQ service is a 
service calling for reasonably precise delivery arrange- 
ments, there is a penalty of $5 and $10 per Mef for un- 
authorized over-run gas in excess of 102% and 105%, re- 
spectively, of the volume tendered. Deliveries under this 
rate schedule have priority over Interruptible Service Rate 
Schedule I. 

The service under ACQ-C is firm to the extent that Seller 
is required to fulfill its Annual Contract Quantity obliga- 
tion, within the Contract Year, and Buyer is required to 
take or pay for a volume of gas equal to 90% of the ap- 
plicable Annual Contract Quantity during the Contract 
Year. 

In view of the firm aspects of this service, it is priced 
higher than the Interruptible Service. 

Q. Would it be proper to use the ACQ Rate for pricing 
the gas injected into storage for WS Service? 

A. In my opinion, it would not. The ACQ Service is a 
contractual commitment to deliver, or tender for delivery, 
a specified volume of gas within a specified period of time. 
I understand that it has delivery priority over the injec- 
tion of gas into storage and that Texas Eastern must meet 
its ACQ commitments before it can sell gas under the I 
Rate or before it can store its own surplus gas. After the 
ACQ and firm daily commitments are met in their entirety, 
then and only then can Texas Eastern put gas into storage 
for WS Service. 
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The ACQ Service is provided under a filed rate schedule 
that makes provision for a maximum daily volume which 
cannot be exceeded without the consent of the Buyer. It 
also provides that there be as nearly as possible uniform 
hourly deliveries. On the other hand, the movement of 
gas from producing fields to storage by Texas Hastern 


389 


3020 


is purely an internal operation subject to no rate schedule 
limitations. This permits injection of volumes which can 
and will vary widely by the day and hour in order to meet 
widely fluctuating operating conditions relating to the ren- 
dering of ACQ and other more firm services. The ACQ 
Service and the delivery of gas to storage by Texas East- 
ern are in no way comparable and, therefore, the ACQ price 
would not be a fair measure of the gas going into storage. 

Q. Have you prepared or caused to be prepared under 
your direction and supervision an exhibit entitled “Cost 
of Winter Service of Texas Eastern Transmission Cor- 
poration, Calendar Year 1962,’’ showing your determina- 
tion of the cost of the proposed Winter Service? 

A. Yes. 

Q. Upon what information did you rely in order to de- 
termine the Cost of Service for Winter Service gas? 

A. I accepted, for my purposes, as set forth in Texas 
Eastern’s testimony and exhibits, the proposed changes 
in system facilities, the estimates of investment and operat- 
ing costs associated therewith, the estimates 
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of the market available for Winter Service gas and the 
statement that sufficient volumes of gas will be available 
for storage without impairing any firm service require- 
ment. 

Q. Mr. Quig, before getting into details, will you dis- 
cuss generally your treatment of the allocation of costs re- 
lating to the proposed service? 

‘A. The fundamental principle in costing is that costs 
shall follow the incidence of their creation. Costs are as- 
signed to the particular service causing the costs. The 
allocator attempts to do this with a minimum of arbitrary 
action or ‘‘forcing.”’ 

Pursuant to this general principle, I have developed the 
costs assignable to the proposed Winter Service. These 
costs fall into three categories: (a) the costs relating to 
storage assignable to this service; (b) the cost of trans- 
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porting this gas from storage to its point of delivery dur- 
ing the Winter Contract period; and (ce) the cost of gas 
at storage, for which I used the commodity portion of 
the DCQ and GS rates in Zone D. The total of these costs 
is the cost of service for the proposed Winter Service. 

Q. Will you please explain your Exhibit, Mr. Quig? 

A. This Exhibit was prepared in accordance with the 
principle I have stated. It shows the costs of service for: 
the existing pipeline East of Station 21A; Oakford Stor- 
age, Leidy Storage, and the additional pipeline facilities 
to be constructed for the Winter Service. 
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The costs related to these facilities have been assigned 
to the Winter Service as follows: 
1.100% of new pipeline loop facilities necessary to 
carry gas Hast of storage; 


2.100% of Leidy storage costs; 
3. The allocable portion of Oakford Storage used for 


storage of Winter Service gas; and 

4. The allocable portion of existing pipeline and com- 
pression facilities East of storage required to trans- 
port Winter Service gas under peak conditions. 


To the above costs I have added as the cost for gas going 
into storage the commodity rate applicable to DCQ and GS 
gas sold in Zone D. On this basis, the cost of gas injected 
into storage at Oakford and at Leidy is taken at 26¢ per 
Mef. 

Q. Mr. Quig, is your Exhibit based solely upon the costs 
attributable to storage and the pipeline facilities Hast of 
Station 21A and the commodity cost of gas at that point? 

A. Yes, it is, except for an insignificant investment ina 
new metering station West of Station 21A, where a very 
small amount of Winter Service is to be rendered. This is 
in accord with the physical conditions under which the 
Winter Service is to be rendered as testified to by Texas 
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Eastern. The only new facilities required to render the 
Winter Service will be Hast of Station 21A, except for the 
new metering station previously 
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referred to. Likewise, the only existing facilities affected 
in transporting the Winter Service gas East to market lie 
East of Station 214. 

It is in recognition of these physical conditions and the 
attendant investment that an allocation of costs to the 
Winter Service must be based. When the allocated costs 
of storage and the transmission Hast of Station 21A are 
added to the assigned cost of gas put into the Oakford and 
Leidy storage fields, the total cost of the Winter Service 
is arrived at. 

Relying on evidence introduced by Texas Eastern, I have 
assumed that all of the gas required for storage to meet 
proposed Winter Service commitments can be delivered 
to Station 21A by means of existing facilities without im- 
pairing the System’s ability to meet the requirements of 
its customers. 

The WS Service of itself actually does not create any 
demand on the facilities West of Station 21A during a 
peak period. For this reason, in my opinion it would not 
be proper to assign any capacity West of Station 21A to 
the WS Service. Any attempt to do so would be improper 
and would result in the WS customers paying for peak ca- 
pacity which is not required for the injection of gas into 
storage for the ultimate rendition of WS Service. 

Q. In your Exhibit you have used the commodity price 
applicable in Zone D under the DCQ GS rates for the gas 
into storage. Do you consider this the only reasonable 
measure of the cost of gas for such purpose? 

A. No. I have also considered another method based 
upon the cost of gas to the Texas Eastern System from all 
sources plus the actual system out-of-pocket costs of mov- 
ing gas. 
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Q. Mr. Quig, first with respect to the use of the commod- 
ity price under the DCQ and GS rates in Zone D. Why 
did you use this as one of the two methods of costing the 
gas going into storage? 

A. I have used this price because it is apparent to me 
that the commodity component of the filed rates for firm 
service as well as interruptible service has been predicated 
upon methods of allocation which include a portion of 
fixed costs, ie. depreciation, return and federal income 
tax. That is to say, that a part of the fixed costs are in- 
cluded in the Commodity Charge of the rate. Conse- 
quently, when we use this price for the gas going to stor- 
age, this storage gas has already picked up some of the 
fixed charges of the transmission system from the sources 
of supply to the storage fields. 

Furthermore, a Buyer electing to provide from his own 
Texas Eastern gas supply a portion of gas stored, as pro- 
vided for under the proposed Winter Service Rate, will 
be billed for such gas at the same commodity price under 
the applicable firm service DCQ or GS Rate, which is 26¢ in 
Zone D. 

Q. If Texas Eastern were to remove the limitation of 
30% and allow customers to supply a higher percentage of 
their requirements of gas for Winter Service, what price 
would be paid for that gas going into storage? 

A. A storage service could be supplied to the extent of 
the ability of customers to make volumes of gas available 
from their own firm supplies from Texas Eastern. During 
most of the year this gas would be stored by Texas Hast- 
ern for delivery during the colder weather. The price to 
be paid for the gas placed in storage would be the com- 
modity price of the 
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gas contained in the firm rate schedule under which the 
customer was currently purchasing his firm gas require- 
ments and from which the customer would make gas avail- 


393 


3025 


able to Texas Eastern for storage in the Appalachian stor- 
age fields. In the case of Zone D customers that is pres- 
ently 26¢ per Mef under the DCQ and GS rates. 

Q. Mr. Quig, you have stated that you have also computed 
the cost of gas going into storage on another basis. Would 
you please describe this other method of costing? 

A. Assuming that, as the record shows, many customers 
do not consistently take their maximum daily reservations 
which they have available from Texas Eastern, the gas 
going into storage is a surplus commodity which is taken 
away from the point of purchase. I consider it reasonable 
to use the average cost of all gas as delivered to the Texas 
Eastern System plus out-of-pocket costs (fuel and power) 
necessary to move the gas. Analysis of Texas Hastern’s 
cost data indicates that for the year 1962: 


1. Cost of gas, all purchases 20.33¢ per Mef 
2. System out-of-pocket cost for mov- 
1.96¢ per Mef 


3. Cost of gas at storage field 22.29¢ per Mef 


This is approximately 3.7¢ per Mef less than the commodity 
charge of the DCQ and GS rates in Zone D. The situation 
we have here is not unlike the economy interchange ar- 
rangements between power companies. The objective in 
both these situations is to obtain maximum utilization of 
high-cost fixed investment facilities. 

Q. On the basis of your cost of service studies, using 
the two methods of costing gas into storage, what would 
be the costs for WS service? 
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A. Referring to my Exhibit, Column (B), line 46, where 
I have used the DCQ and GS price of 26¢ per Mef as the 
Commodity Cost of Gas, the total Cost of Gas amounts to 
$5,210,946. Adding this to the amount shown in Column 
(B) on line 45 of $8,738,724, I arrive in the same column, 
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line 47, at a total Cost of Winter Service at 6% Rate of 
Return, for illustrative purposes, of $13,949,670 or an av- 
erage cost of 69.6¢ per Mef. 

If I were to use the 22.29¢ per Mef as the Cost of Gas 
and the same volume I would substitute in line 46 the figure 
of $4,467,384 for Cost of Gas, Adding this to the amount 
shown in Column (B), line 45, of $8,738,724 would change 
the total Cost of Winter Service at 6% Rate of Return in 
line 47 to $13,206,108 or an average cost of 65.9¢. 

Q. How do they compare with those developed by Mr. 
Bufkin and Mr. Curry? 

A. I compared the results of my Cost of Winter Service 
determinations with those shown by Texas Eastern in their 
cost of service Exhibit 11. My computations are based on 
a peak day volume of 334,036 Mef and an annual volume 
of 20,042,100 Mef of WS gas to which the prospective cus- 
tomers will be entitled under the planned conditions. Texas 
Eastern’s Exhibit 11 also contemplates handling the same 
peak day volumes but only shows the cost of 17,543,169 Mef 
of gas, which is the amount of WS gas they estimate will 
be supplied by them under the WS Rate Schedule. Gas 
supplied by customers for storage and later delivery is 
not included. I have adjusted, for comparison purposes, 
the Texas Eastern Cost of Service to bring their volumes 
to 20,042,100 Mef, the same volume Mr. Curry also used. 
The difference is 2,498,931 Mef of gas, which at 26¢ per Mcf, 
gives the 
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adjustment figure of $649,722. This adjustment puts the 
Adjusted Texas Eastern and Quig Methods 1 and 2 Costs 
of Service on a comparable basis. 
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These may be summarized as follows: 


Total Cost of Winter Service Av 
(6% Return for Illustrative Purposes) Rate/Mcf 


Per Exhibit. .......0-e cece eerste nee ernie es $13,046,101 
Adjustment to 20,042,100 Mef at 26¢/M 649,722 


Quig M ee $13,695,823 68.3¢ 
ig Me 


ing 26¢ Commodity) $13,949,670 69.6¢ 
Quig Method #2 

(using 22.29¢ Commodity) $13,206,108  65.9¢ 

I did not make any comparison of my Total Cost of 
Winter Service with that shown in Mr. Curry’s Exhibit 135 
because of our wide difference in principle in pricing the 
gas going into storage. 

Quig Method #1 is only 1.9% over the Adjusted Texas 
Eastern Total Cost of Service. Quig Method #2 is only 
3.6% under the Adjusted Texas Eastern Total Cost of 
Service. The percentage range of my findings when com- 
pared with the Texas Eastern finding is so small that I 
will accept the Adjusted Texas Eastern Total Cost of 
Service of $13,695,823 (using 6% return for illustrative 
purposes) as the measure of revenue need for the WS 
Service, based on the 20,042,100 Mef annual volume to which 
the customers will be entitled under the planned conditions. 
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Q. Did you develop a rate for WS Service? 

A. L did. As the commodity price, I would use the cor- 
responding price of the DCQ and GS rate schedules now 
effective in Zone D, which is 26¢ per Mef. This would pro- 
vide $5,210,946 of revenue, based on the 20,042,100 Mef of 
planned sales volume. The balance of $8,484,877 I would 
spread over the 2,672,280 Mef sum of billing demands, re- 
sulting in a demand price of $3.18 per Mcf. Summed up, 
my suggested rate would be— 


Demand Charge: $3.18 per Mef of Billing Demand 
Commodity Charge: 26¢ per Mef for all gas delivered 
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This compares with Texas Eastern’s proposed rate com- 
prising a Demand Charge of $2.86, a commodity charge of 
30.2¢ per Mef which includes a handling charge of 4.2¢ per 
Mef. Under the conditions just recited, my proposed rate 
would produce revenues totaling $13,708,796 as against the 
Adjusted Texas Eastern Total Cost of Service of $13,695,- 
823. Therefore, in my opinion, my proposed rate will re- 
cover the costs which would reasonably be associated with 
rendering the Winter Service. 

Q. Does this complete your prepared testimony in this 
case? 

A. Yes. 
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Cost or WinTER Service or TEXAS EasTERN TRANSMISSION CorroRaTION Docket No. G-18969, et al. 
Exhibit No. 138 
Calendar Year 1962 Witness Quig 
(B) (C) (D) (£) (F) (G) (H) qd) @) (K) () (™) WM) (0) (P) 
Total Cost of Service East of 21A Existing Pipeline East of 21A Oakford Storage Leidy Storage Additional Pipeline Facilities 
Total Demand Commodity Total Demand Commodity Total Demand Commodity Total Demand Commodity 
$ $ $ $ $ $ $ $ $ $ $ 


' 14,700 


Operations 
Supervision and Engin i 7 7 sented 
2,500 


Compressor Station Si 830, 
243,700 


115,400 
1,012,100 


Sxahe 


3| 88888 


700,700 


8 


Maintenance 
Supervision and ineering, 22,700 
Compressor Station 000 000 
Other Maintenance Expenses 186,000 
208,700 
20,050 


1,072,950 2,312,383 929,450 


Boa 
8| $88 


a 
a 


Miscellaneous 
Total Transmission Expenses 


8 
8 


8. , 
Underground Storage 


tions 
Supervision and E 30,900 
Compressor Station _ 


Other Underground Storage Expenses 496 ,500 
Total Operation 527,400 
ea vaies and Engineering, 9 9,300 
Su) ision ; 
Compressor i 137 ,000 
Other Maintenance Expenses < 1,400 41,400 
187,700 
Siere 98,300 
Total Underground Storage.......--+--+++ ‘ $13,400 445,200 
” Administrative and General ae 7 513,500 658,046 1,099,046 ,000 658,046 72,500 
37, Taxes Other Than F.I.T.......--. on 732,381 410,781 821,562 7 , 245/500 
38. Depreciation 4,104;370 2,068,070 4,136,140 ‘ 1,257,100 
39. ee 
40. Cost of Service Before Return and DA es aR Satori 13,131,081 7,236,601 5,894,480 9,203,481 
41. 
42. Return @ 6% and Federal Income Tax 14,996,773 10,461,809 4,534,964 9,069,927 
43. Total Cost of Service aes 28,127,854 17,698,410 10,429,444 18,273,408 . 
44. Allocated to Winter Service % 977 065 -807 00 
45. Allocated to Winter Service $ 8,279,066 459 , 658 956,866 75: 4,772,600 
46. Cost of Gas (20,042, 5,210,946 


47. Total Cost of Winter Service @ 6% Rate of Return 


2 SBRNBR ERB 


163,200 
282,000 


SRE BR 
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Unrrep States of AMERICA 


Berorr THE FEDERAL PowEeR Commission 
Texas BasTERN TRANSMISSION CORPORATION 


TEsTrmony 


Submitted on Behalf of The Manufacturers Light and Heat 
Company and The Ohio Fuel Gas Company 


Witness: Fred W. Batten 
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BEFORE THE FEDERAL PowER CoMMISSION 
Unrrep States or AMERICA 


Docket No. G-18969 et al. 


Is rae Marrer or Texas Eastern TRANSMISSION 
CorPoRATION 


Preparep Testimony or Frep W. Batren 


Q.1 Please state your name. 

A.1 Fred W. Batten. 

Q.2 Please state your business address. 

A.2 The Columbia Gas System, Inc., 120 East 41st Street, 
New York 17, New York. 

Q.3 Will you please describe your business employment 
and responsibilities. 


A.3 I am vice president and chief operations officer of 
The Columbia Gas System, Inc. 

Q.4 What is the purpose of your testimony in this case? 

A.4 My testimony is intended to explain the policy rea- 
sons because of which Ohio Fuel and Manufacturers are 
opposing the Winter Service proposed in this proceeding. 
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Q.5 Will you please describe and explain those policy 
reasons? 

A.5 Ohio Fuel and Manufactures are opposing the Win- 
ter Service primarily because we believe the rate at which 
such service is proposed is unduly discriminatory to us. 
We do not oppose any customers of Texas Hastern obtain- 
ing gas service as such, but we must and do oppose special 
services proposed by our suppliers when we believe such 
services can be rendered only at the expense of other cus- 
tomers including ourselves. We have not opposed expan- 
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sion projects where they are offered on the basis of the 
supplier’s standard rates, even in instances where the serv- 
ice would tend to increase the supplier’s average unit costs. 
However, where the supplier offers services at promotional 
rates materially below what appears to us to be the cost 
of rendering the service, we must, in fairness to our ulti- 
mate consumers, oppose such services. 

As is probably true in the industry generally, our costs 
have increased steadily since the end of World War II. 
This has forced subsidiaries of The Columbia Gas System 
to make numerous filings for rate increases with this Com- 
mission, as well as with state commissions, including the 
Ohio and Pennsylvania Commissions, in whose states the 
great bulk of the gas obtained from Texas Hastern is sold 
by Columbia companies. These Commissions are increas- 
ingly concerned with such increased costs, and so are we, 
because of the effect on our customer relations and our 
competitive position. 

Mr. Nissel and Mr. Stockhausen, who will testify in this 
case, have made various studies concerning the cost to 
Texas 
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Eastern of rendering Winter Service, and it will be their 
testimony that Texas Eastern’s proposed Winter Service 
rate does not recover the costs of rendering the service 
with the end result that such costs must be recovered by 
other rates. 

Q.6 Does this mean that Ohio Fuel and Manufacturers - 
would not oppose the granting of a certificate herein if the 
rate question were deferred for subsequent determination? 

A.6 No, it does not mean that. It is our general position 
that the investment of approximately $50,000,000, by Texas 
Eastern and Algonquin, in facilities necessary to render 
the service, is not economically feasible. It appears to us 
that the facilities should not be installed until the Com- 
mission has determined whether or not it is unduly dis- 
criminatory for Texas Eastern to pre-empt all of the re- 
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latively low-cost Leidy Storage and a material portion of 
Oakford Storage for Winter Service. I realize that ordi- 
narily the Commission does not enter into a full-scale rate 
determination in a certificate case. In this case, however, 
where the treatment of storage appears to have such a de- 
cisive impact on the economic feasibility of the project, it 
would seem prudent to determine the lawfulness of the 
treatment for ratemaking purposes prior to the installation 
of the proposed facilities. I think the fact that many mar- 
ket witnesses have indicated that their desire for this serv- 
ice exists only if the rate remains approximately in the 
range proposed by Texas Eastern underscores the wisdom 
of having that question. 
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resolved now and on the same basis that it would ultimately 
be resolved in a rate case. 

Q.7 Do you have any comment to make concerning Texas 
Eastern’s estimate that Ohio Fuel’s and Manufacturers’ 
purchase load factor from Texas Eastern will be 95 per 
cent? 

‘A.7 While Columbia’s estimates for the next few years 
are at 100 per cent load factor, I cannot guarantee that 
their actual purchases will be at 100 per cent load factor. 
However, it seems to me the important point is not whether 
the actual load factor will be at 100 per cent for each of 
the next twenty years, but whether Texas Eastern can 
safely rely on its being no more than 95 per cent for each 
of the next twenty years. While it is possible that 95 
per cent may in fact be the average of Ohio Fuel’s and 
Manufacturers’ load factor over the next twenty years, it 
seems to me pretty obvious that that average would consist 
of load factors in some years in excess of and in other years 
below the 95 per cent assumed average. I therefore do 
not believe Texas Eastern can rely on such cutbacks by 
Ohio Fuel and Manufacturers for each of the next twenty 
years. 

Q.8 Do you have any opinion as to Texas Eastern’s at- 
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tempt to pre-empt Leidy and Oakford Storage for Winter 
Service? 

A.8 It is my opinion that such pre-emption is imprac- 
tical and unfair. 

Q.9 Will you please explain why you consider it im- 
practical? 

A.9 I think the simple explanation is that Texas Eastern 
does not and could not operate its system on a segregated 
basis. That 
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is, it obviously could not render Winter Service from only 
its storage and additional pipeline facilities proposed here- 
in. Accordingly, its costing of Winter Service on the prem- 
ise that its storage facilities can be segregated is contrary 
to its operations now and in the future, and thereby con- 
trary to fact. 

Q. 10 Will you please explain why you consider it unfair? 

A.10 As Mr. Nissell will show, there is a great disparity 
between Texas Eastern’s unit cost of storage and its unit 
cost of pipeline facilities. Accordingly, if Texas Eastern’s 


unfounded costing premise is adopted, the rates to Winter 
Service customers will be based on Texas Eastern’s low 
cost facilities, while its rates to Manufacturers and Ohio 
Fuel will be based on its higher cost facilities. This is un- 
fair to Manufacturers and Ohio Fuel. 


S./ Frep W. Barren. 
Sworn to before me this 2nd day of June, 1960. 


Crartes B. StaLHutTH. 
Notary Public, State of New York. 


Commission expires March 31, 1961. 
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Texas EasTeRn TRANSMISSION ConporaTIon 


Docket No. G-18969 
Testimony oF Hans BE. Nissev 


Q. 1 Please state your name and business address. 

A. 1 My name is Hans E. Nissel. My address is 1 Cross 
Ridge Drive in Old Greenwich, Connecticut. 

Q. 2 What is your occupation? 

A. 2 Lam a consulting engineer. 

Q. 3 What is your educational training for your profes- 
sion? 

A. 3 Lam a graduate electrical engineer holding a Mas- 
ter’s Degree from the Munich Institute of Technology and 
a, Doctor’s Degree from the Berlin Institute of Technology. 
I am a licensed professional engineer in the States of New 
York and Connecticut. 

Q. 4 Please outline your professional activities and ex- 
periences. 

A. 4 From 1924 to 1929, I was associated with the Berlin 
Electric Light and Power Company, Berlin, Germany, as 
rate engineer and later as assistant to the president. 

From 1929 to 1931, I was chief engineer of the Electricity 
Supply Company in Berlin, Germany, a public utility com- 
pany with numerous properties in Germany and other coun- 
tries, and vice president of one of its subsidiaries. I was 
in charge of engineering and operation 
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and responsible for the rate making policy of the Company. 

Toward the end of 1931 I resigned this position in order 
to set up my office as consulting engineer in Berlin, Ger- 
many. In this capacity I was retained by a number of large 
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electric and gas utility companies for the preparation of 
cost analyses and rate design. 

In 1932 I was appointed adviser on public utility rates 
to the Reichs-commissioner for Price Control, an agency 
set up with a view of reducing the general price level in 
Germany. 

Early in 1933 I was retained by the French General Gas 
Light Company, Lebon and Cie., in Paris for a study of 
its rate structures and the preparation of cost analyses 
and the design of new rate schedules for their properties 
in Egypt. The Company adopted my study as a standard 
procedure for the periodical preparation of cost analyses 
throughout its whole organization. Subsequently I made 
similar studies for other public utilities in Egypt and also 
for the Egyptian Government. 

In 1935 I was appointed Resident Representative in 
Egypt of the General Electric Company of England. In 
this capacity I was, among other matters, responsible for 
the design and construction of a number of power stations 
and other electric plant for public utilities and various in- 
dustries and many other projects involving the applica- 


tion of electricity for lighting, power and telecommunica- 
tion purposes. 
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In 1948 I resigned this position in order to take up per- 
manent residence in the United States, of which I am now 
a citizen. In this country I was associated for two years 
with Citizens Utilities Company, an operating company 
with natural and manufactured gas, electric, water and tele- 
phone properties in various parts of the United States. 
As chief engineer and member of the executive staff I was 
engaged, among other duties, in the preparation of rate 
cases and cost analyses. 

In January 1951, I established myself as an independent 
consulting engineer. 

Q. 5 What experience have you had as a consultant with 
the business and operation of the public utility industry in 
this country? tg 
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A. 5 In recent years I have been retained as general 
consultant, or as consultant for specific assignments by 
many public utility and other companies. I have been 
primarily concerned with cost analysis, rate design, market 
research and engineering economic studies related to pub- 
lic utility service, in particular natural gas pipe line and 
distribution companies. Special studies which I have under- 
taken range over the wide area covered by production, 
transmission and distribution, including such matters as 
natural gas underground storage, peak shaving and dis- 
posal of valley gas. 

Q. 6 Have yon testified in other proceedings? 

A. 6 Yes, I have testified in numerous proceedings be- 
fore the Federal Power Commission and several State Com- 
missions. Before the Federal Power Commission I testified 
in the hearing on Northeastern Gas Transmission Com- 
pany’s certificate application, Docket No. G-1267 et al; in 
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Service Company’s rate case at Docket No. G-2410, in 
Illinois Power Company vs. Panhandle Eastern Pipe Line 
Company, Docket No. G-12410, and in Tennessee Gas Trans- 
misssion Company proceedings at Dockets Nos. G-11107 
and G-11980. 

Q. 7 Have you made any publications in the field of 
your professional activities? 

A. 7 Yes, I have written several books and numerous 
articles on cost analysis, rate design and technical subjects. 

Q. 8 Are you familiar with the evidence presented by 
Texas Eastern in support of the WS rate proposed in 
this proceeding? 

A. 8 Yes, I am familiar in a general way with most 
of the evidence presented in this proceeding. I have specifi- 
eally studied Hearing Exhibit 11 and Mr. I. D. Bufkin’s 
testimony, the exhibits and testimony of other witnesses 
upon whom Mr. Bufkin relies for basic information, and 
the cross-examination of these witnesses. I have also ana- 
lysed some of the statements prepared in support of the 
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rates filed in Dockets Nos. G-12706 and G-18841, and re- 
viewed certain exhibits in Dockets Nos. G-9784, G-12227 
and G-12446. 

Q. 9 In your opinion, does the WS rate proposed in 
this proceeding recover the cost of rendering this service? 

A. 9 No, it does not. In fact, I consider the amount 
allocated to WS on Exhibit 11 on which this rate is based 
considerably below the cost of rendering service. 

Q. 10 What are the reasons for your conclusion ? 

A. 10 I have mainly two reasons for my conclusion. 
First and foremost, Hearing Exhibit 11 is based on the 
fallacious theory that underground storage capacity can 
be segregated from the pipeline flow capacity physically, 
functionally or for cost allocation purposes, and that a 
particular service, 
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such as WS can be considered as being rendered exclu- 
sively from underground storage. 

Second, even accepting arguendo that the segregation 
of underground storage and its preemption for rendering 
WS is a proper basis for allocating cost to such service, 
Exhibit 11 has a number of defects which result in a serious 
understatement of WS cost, as I shall show in my later 
testimony and in my exhibits. 

Q. 11 Why do you consider fallacious the theory of 
storage segregation on which Exhibit 11 is based? 

A. 11 In my opinion this theory is in error because it 
violates the principle of the indivisibility of system capac- 
ity and is incompatible with the physical and functional 
operation of Texas Hastern’s system. 

Q. 12 What do you mean by the principle of indivisi- 
bility of capacity? 

A. 12 The capacity of Texas Eastern’s system, i.e. its 
ability to deliver a certain maximum daily quantity of gas 
to its customers, is composed of pipeline flow capacity 
and storage capacity. The pipeline flow capacity in turn 
is provided by the 30 inch and 24 inch line, each of which 
consists of a pipe, partly paralleled by loops, which con- 
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ducts the gas, and compressor HP making up the pressure 
loss within the pipe. The capacity provided by the original 
pipe and the loops or by the pipe and the compressor HP 
is indivisible and cannot be related to specific deliveries. 
The same is true of the flow capacity of the two pipe- 
lines, and of flow capacity and storage capacity, respec- 
tively. 

If the total requirements of all customers on a partic- 
ular day are 2,000,000 Mef/day, of which 1,700,000 Mef/day 
are satisfied by 
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pipeline flow capacity, and 300,000 Mecf/day by storage ca- 
pacity, every Mef/day of the combined flow and storage 
capacity is needed to meet the total requirements of all 
customers. It is impossible to identify a specific capacity 
increment with the requirements of a particular customer, 
or even a part of such requirements, as Texas Eastern’s 
allocation theory presumes. Such identification is as im- 
possible as it would be to say which customer in Zone D 
is served by the capacity of the thirty inch line and which 
customer by the capacity of the 24 inch line, or to go one 
step further, which customer is served by the capacity pro- 
vided by the pipe and which by that provided by the com- 
pressor HP. To use an example from a different field: if 
four people ride in an eight cylinder car, nobody could 
determine which pair of cylinders provides transporta- 
tion for each of the passengers. The capacity of the auto- 
mobile motor, ie. its total HP is as indivisible as that of 
a pipeline system. In fact, pipeline capacity is as much 
“commingled” as the gas it handles. 

The principle of the indivisibility of capacity is generally 
accepted by the industry and this Commission and is re- 
flected by the insistence on rolled-in costs in rate case pro- 
ceedings. If capacity could be divided, customers of long 
standing would be entitled to the lower cost gas reserves 
and highly depreciated transmission facilities acquired 
and/or constructed many years ago, while new customers 
would have to bear the higher cost of gas reserves and 
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transmission facilities of recent vintage. What is proper 
for production capacity and transmission capacity, 


[3043] 


respectively, applies also to the capacity provided jointly 
by pipeline and storage facilities. 

Q. 13 Could you please explain why you consider segre- 
gation of underground storage incompatible with Texas 
Eastern’s physical system operation? 

A. 13 Physically, gas brought up from the Southwest by 
pipeline flow capacity is commingled with, and indistin- 
guishable from, the gas withdrawn from underground stor- 
age. Gas delivered to a particular customer downstream 
of storage may be gas transmitted directly from the pro- 
duction fields, or gas withdrawn from underground storage, 
or a mixture of both. For a customer receiving gas under 
different rate schedules through the same meter, it is im- 
possible to determine the source of gas for the various 
services because all deliveries are made from the total 
stream of gas reaching that point. Regarding Texas Kast- 
ern’s contention that WS gas is delivered from under- 
ground storage, it is noteworthy that WS customers in the 
Philadelphia area do not receive underground storage gas 
at all, but are supplied with gas moving up from the South- 
west through the pipeline system. It is also likely that 
Texas Eastern will deliver WS gas on days when there is 
no gas withdrawn from underground storage. Further- 
more, WS like other customers upstream from storage, re- 
ceive deliveries of storage gas by displacement, i.e. physi- 
eally they receive gas coming up from the Southwest. The 
claim that WS is rendered exclusively from underground 
storage is, therefore, fictitious. 

Q. 14 Why do you consider the segregation of under- 
ground storage incompatible of the functional operation of 
underground storage? 
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A. 14 Underground storage withdrawals constitute the 
difference between the total requirements, including Winter 
Service, and the total supply which the pipeline capacity 
can deliver into the market area. The monthly with- 
drawals shown on Exhibit 1, Schedule 5, line 25, and the 
peak-day withdrawal from Oakford Storage of 374,878 
Mef/day at 14.73 PSIA, shown on Exhibit 4, page 1, and 
used on Exhibit 11, are merely balancing figures. In other 
words, underground storage is not operated in the manner 
assumed for cost allocation purposes, namely specifically 
for the rendition of WS and other particular services. 
Rather it is operated in accordance with total system re- 
quirements as an integral part of the total system capacity. 

It should be noted that Exhibit 11, page 6, assumes top 
storage capacity in 1962 to be 45,000,000 Mef of which 
12,000 Mef are earmarked for X-28 service, 20,042, 100 Mef 
for WS, and 12,957,900 Mcf for other use. Exhibit 1, 
Schedule 5, page 2, shows storage withdrawal of only 37,- 
000,551 Mef of which 11,000,000 Mecf are earmarked for X28 
service. It requires Solomonic wisdom to decide whether 
WS or other use has first claim on the remaining 26,000,000 
Mef. 

In this respect, it is significant that the arbitrary break- 
down of the withdrawal from Oakford Storage and its 
preemption for X-28 and ‘WS was not made by Mr. Jen- 
nings, who is responsible for system design, and has 
treated underground storage functionally as part of the 
total system capacity used for the benefit of all customers, 
but by Mr. Bufkin, who made the cost allocation. The so- 
called dedication of underground storage to WS is quite 
clearly a contrivance for minimizing the cost 
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allocated thereto. By this stratagem inexpensive storage 
capacity is preempted for WS and the cost of much more 
expensive pipeline flow capacity is left to be borne by other 
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customers. In this manner, WS cost is made to appear 
much less than the amount actually incurred by Texas 
Eastern in rendering this service. 

Q. 15 You just characterized storage capacity as inex- 
pensive compared to expensive pipeline flow capacity. Have 
you made a study in order to determine actual figures for 
Texas Eastern’s system? 

A. 15 Yes, I have done so on Exhibit 141 (N-5). Fixed 
cost of delivering gas at the end of Zone C through pipeline 
flow capacity is $64.30 per Mef/day, and for withdrawal 
from Oakford Storage $9.04 per Mecf/day. These figures 
are developed on the basis of cost of service claimed by 
Texas Eastern. 

Q. 16 Please explain Exhibit 141 (N-5). 

A. 16 Incolumn (2) of Exhibit 141 (N-5), lines 1 through 
4, is shown the total cost of service for 1962 at 634% re- 
turn estimated by Texas Eastern to be incurred in 1962 in 
Texas, Zone A, Zone B, and Zone C, and in column (3) the 
cost of compressor station S & BH and maintenance. The 
amounts are taken from Exhibit 133 as explained in the 
Notes on Exhibit 141 (N-5). Column (4) of that exhibit 
shows the balance representing fixed transmission cost. 
Column (5) shows the MDQ for the transmission of which 
capacity must be provided in each zone. These figures are 
developed from Exhibit 1, Schedule 1, column (C), as ex- 
plained on Exhibit 141 (N-5). Dividing fixed transmission 
cost in each zone by the respective capacity, we obtain the 
unit transmission cost per Mcf/day of capacity in each zone 
shown in column (6). Total fixed transmission unit cost 
from Texas through Zone C is $64.30 per Mcf/day as shown 
in line 5. If the full MDQ were delivered at the end of 
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each zone, transmission cost per Mef/day of capacity would 
be still higher. 

On Exhibit 141 (N-5), line 6, the fixed unit cost per 
Mef/day of Oakford Storage capacity is developed in a 
similar manner by dividing total cost from Exhibit 11, page 
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8, line 25, columns (G) and (H), less line 17, by the with- 
drawal from Oakford Storage. The fixed unit storage cost 
is about $9.00 per Mecf/day. To deliver at Station 21-A a 
certain MDQ through pipeline flow capacity is, therefore, 
more than seven times as expensive as from Oakford 
Storage. 

Q. 17 Can you explain why the preemption of under- 
ground storage capacity for allocating cost to WS leaves 
transmission cost of pipeline flow capacity to be borne by 
other customers? 

A. 17 In accordance with the load pattern of GS cus- 
tomers, 26% of their MDQ can be provided from under- 
cround storage. Since the total MDQ of GS customers is 
557,944 Mcf/day, 26%, or about 145,000 Mecf/day can be 
delivered from underground storage, while the balance of 
74%, or 413,000 Mcf/day must be provided by pipeline flow 
capacity upstream of storage. Mr. Bufkin’s Exhibit 11, 
page 6, line 9, column (B), shows that by preempting 
133,500 Mef/day for X-28 service and 134,036 Mef/day for 
WS, only 99,982 Mef/day of Oakford Storage capacity is 
left for all other uses including GS customers. Since 
145,000 Mcf/day can be provided for GS customers from 
storage, this means that 45,000 Mef/day of Oakford Storage 
capacity is taken away from these customers, thereby leav- 
ing pipeline transmission cost for 45,000 Mef/day to be 
borne by firm year-round customers. At the differential 
of $55.26 per Mef/day between the fixed unit cost of flow 
capacity and Oakford Storage capacity shown on Exhibit 
141(N-5), column (6), this saddles other customers with 
nearly $2,500,000 
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to the benefit of WS. Since the DGQ and GS rates are the 
same in each zone, and DCQ sales constitute the major 
portion of Texas Eastern’s total sales, DCQ customers have 
to bear the lion’s share of this amount. 

Q. 18 Have you determined how much annual top storage 
volume of Oakford Storage would be required for render- 
ing 145,000 Mcf/day of GS service? 
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A. 18 Yes, Ihave. The top storage volume required for 
rendering 145,000 Mcf/day of the MDQ of GS customers 
from storage is about 17,276,000 Mcf per year. 

Q. 19 How did you determine this volume? 

A. 19 This volume is determined on Exhibit 142 (N-6) in 
a manner similar to that used by Mr. Jennings in computing 
total storage withdrawal shown on Exhibit 1, Schedule 1, 
Schedule 5, lines 25. 

Q. 20 Please describe Exhibit 142 (N-6). 

A. 20 On Exhibit 142 (N-6), columns (2), (3) and (4), 
lines 1 through 6, are entered the monthly requirements of 
GS customers in Zones B, C and D during the six months 
of storage withdrawal. These monthly requirements are 
taken from Exhibit 132. In column (5) are entered the 
total monthly requirements of all GS customers. As I just 
testified, 413,000 Mcf/day of these requirements are avail- 
able from pipeline flow capacity. The monthly volumes 
available from pipeline flow capacity, shown in column (6), 
are derived by multiplying 413,000 Mef/day by the number 
of days in each month. The balance shown in column (7) 
must be withdrawn from underground storage. The total 
of these withdrawals during the six months of January 
through April, November and December shown in line 7 
are 17,276,007 Mcf. If no WS were rendered, this volume 
would be available from Oakford Storage. 
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Q. 21 Assuming that optimum use of underground stor- 
age is made for SGS customers, have you determined the 
maximum daily and annual volume of gas required from 
underground storage for these customers? 

A. 21 Yes, I have made this determination on Exhibit 
142 (N-6), lines 8 through 15. Based on Exhibit 1, Schedule 
1, and Exhibit 132, and generally using the same procedures 
as used by Mr. Jennings in determining storage withdrawal 
on Exhibit 1, Schedule 5, line 25, I found that 51,152 Mef/ 
day must be provided for SGS customers from storage 
on the peak day, and 2,182,431 on an annual basis. 
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Q. 22 Please briefly explain the computation. 

A. 22 On Exhibit 142 (N-6), columns (2), (3) and (4), 
lines 8 through 12, are entered from Exhibit 132 the monthly 
requirements of SGS customers in Zones B, C and D dur- 
ing the five months during which storage gas is required 
for them, the total being shown in column, (5). In Column 
(6) are computed the volumes available from pipeline flow 
capacity at the daily average of 23,100 Mef/day. This 
daily average represents the annual deliveries of 8,432,902 
Mef divided by 365 days. The balance in column (7) rep- 
resents storage withdrawal. Column (7), line 14, shows 
that total storage withdrawal during these five months is 
2,182,431 Mef. 

Peak day withdrawal is computed in line 15. Columns 
(2) through (5) show MDQ of SGS totalling 74,252 Mcf/day. 
Deducting therefrom pipeline flow capacity of 23,100 
Mef/day, we obtain storage withdrawal of 51,152 Mef/day 
as shown in line 15, column (7). This is the maximum 
storage withdrawal required for SGS customers. 


[3049] 


The preemption of 133,500 Mef/day for X-28 service 
and of 134,036 Mcf/day for WS assumed by Mr. Bufkin 
for cost allocation purposes on Exhibit 11 takes there- 
fore 51,000 Mecf/day of low priced storage capacity away 
from SGS customers and allocates to them the cost of the 
same volume of much more expensive pipeline flow capacity. 
The amount improperly allocated to them is about $2,000,- 
000 which is in addition to the $2,500,000 on account of 
GS deliveries. 

Since the SGS rate is based on 50% load factor against 
an actual load factor of about 30%, SGS rates do not 
recover allocated costs. Therefore, DCQ customers are 
being saddled also with the major part of the $2,000,000. 

It should be noted that in accordance with Mr. Bufkin’s 
testimony at Tr. 760, he assumed in preparing Statement 
IJK at Docket No. G-18841, that during the Test Year 
ended February 28, 1959, 160,661 Mcf/day were withdrawn 
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from Oakford Storage primarily for GS customers, and 
that he charged costs related to storage to customers in 
Zones B, C and D. 

My foregoing testimony shows that by 1962, 145,000 
Mcf/day will be required from underground storage for 
GS, and 51,000 Mef/day for SGS, or a total of 196,000 
Mef/day. As shown on Exhibit 142 (N-6), column (7), 
the annual top storage volume related to this peak day 
withdrawal is about 19,500,000 Mef. 

Q. 23 In your opinion, is Oakford Storage capable of 
providing these peak day and annual volumes if WS is 
not being rendered? 
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A. 23 Yes. If WS were not rendered, the peak day 
withdrawal of 367,000 Mcf/day and the annual top storage 
volume of 30,000,000 Mef of Oakford Storage would be 
adequate for providing the peak day and annual storage 
volumes for GS and SGS customers, developed on Exhibit 
N-6 and explained in my previous answers, even in addition 


to the requirements of X-28 service. The annual volume 
may appear somewhat high in relation to the maximum 
daily withdrawal. This is due to the fact that the sales 
estimates for 1962 given in Exhibit 132 underlying my 
computation assume the rendition of WS. Since WS has 
the effect of cutting off a large part of the peak day re- 
quirements, but only a small part of the annual volume, 
the natural load pattern of GS is artificially distorted. 
If WS were not rendered, the annual volume required 
from storage would be less in relation to peak day require- 
ments and would still better match the characteristics of 
Oakford Storage. 

Q. 24 Texas Eastern’s witnesses have claimed that gas 
injected into storage for WS is off-peak gas moved by 
off-peak capacity. Have you made a study in order to 
test this contention? 

A. 24 Yes, I have, and I have come to the conclusion 
that this is not the case. Whatever Texas Hastern’s 
design was before underground storage was developed, 
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the present situation is quite different. Very likely there 
existed an appreciable amount of off-peak gas and off-peak 
capacity before Oakford Storage was in operation, because 
it was then necessary to provide pipeline flow capacity 
even west of Station 21-A for the full MDQ of all cus- 
tomers, including GS and SGS. At present this has changed 
drastically because underground storage can be used direct 
or by displacement on 
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most of Texas Eastern’s system. If Texas Eastern today 
does not require additional capacity west of Station 21-A 
for moving the annual volume of gas used for WS, it is 
not because of the availability of off-peak gas, but because 
it has provided itself with excess capacity for doing so. 

Texas Eastern now seeks to transform such excess ca- 
pacity into off-peak capacity by the simple expedient of 
diverting Oakford Storage from the use of GS and SGS 
customers and saddling GS customers with 45,000 Mef/day, 
and SGS customers with 51,000 Mef/day of flow capacity 
which is not required for serving them, all as I have above 
shown. This act of legerdemain is supported in part by 
the ficticious claim that pipeline flow capacity must still 
be provided west of Station 21-A for the full MDQ of SGS 
customers, in spite of the availability of underground 
storage, and that such customers are ‘entitled’? to use 
such flow capacity at 100% load factor. Even if the sea- 
sonal temperature cycle controlling the load factor of SGS 
customers would not effectively prevent such 100% load 
factor use, the fact that Texas Hastern proposes to commit 
to WS 70% of the corresponding volume, makes 100% 
load factor use by SGS customers impossible. 

Maintaining the myth of the availability of large amounts 
of off-peak gas and off-peak capacity is, in my opinion, 
nothing but an excuse for charging all pipeline flow capacity 
west of Station 21-A to other customers and reserving 
inexpensive storage capacity for WS. It is a paper trans- 
action made for cost allocation purposes and in no way 
justified by Texas Eastern’s system operation. 
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It is vital to recognize that the capacity used for moving 
WS gas west of storage is in reality excess capacity, the 
cost of which would be permanently saddled upon existing 
customers as a subsidy to WS, if this service is certificated. 
Without such certification, this excess capacity would be 
available in the next expansion program for rendering high 
load factor service and relieve present customers of the 
necessity of paying such subsidy. 

Q. 25 If W.S. is certificated, in what manner will this 
service be rendered in your opinion? 

A. 25 If WS is certificated, it will be rendered like all 
other firm on-peak services from the integrated pipeline 
flow and storage capacity of Texas Eastern’s system. In- 
cidentally, this is also true of X-28 service, a fact recognized 
by Texas Eastern in its cost allocation on Statement IJK 
in Docket No. G-12706. 

Q. 26 What use can be made of off-peak gas which may 
be produced by firm year-round customers? 

A. 26 If cut-backs of firm year-round customers make 
off-peak gas available on a long-term basis over and above 
that required for storage operation in their own behalf, 
such off-peak gas will be absorbed by ACQ deliveries which 
are the only off-peak deliveries made by Texas Eastern as 
is shown on Exhibit 132. 

Q. 27 In view of your testimony that WS will be ren- 
dered like all other firm on-peak services from the inte- 
grated pipeline flow and storage capacity, what do you con- 
sider the correct procedure for determining the cost of 
WSs? 

A. 27 The only correct procedure for determining cost of 
WS, or any other service for that matter, is a zone-to-zone 
cost of service study integrating storage into the system 
capacity, classifying cost in accordance with cost behavior, 
and allocating it on the basis of the sales or delivery 
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pattern of all customers. Only such procedure recognizes 
the integrated character of pipe line flow capacity and 
storage capacity, lets all customers share the benefit of 
joint use of facilities, and charges the proper share of 
transmission cost and underground storage cost to WS, 
SGS and all other rate schedules. 

Q. 28 You testified earlier that even accepting arguendo 
Texas Eastern’s theory that storage segregation and its 
preemption for WS is valid, Exhibit 11 understates the 
cost of rendering this service. Will you give your reasons 
for this opinion? 

A. 28 A study of Exhibit 11 and of the evidence in this 
record discloses a number of defects, all of which have the 
effect of reducing the allocation of cost to WS. Iam list- 
ing the major defects immediately below and shall explain 
them in detail in subsequent testimony. 


1. Federal income tax of Leidy Storage and addi- 
tional facilities east of Station 21-A is improperly com- 
puted. 

2. Cost of service of the existing pipeline system is 
allocated in a manner which charges a large amount of 
cost incurred in Zone D to Zone C, and thereby shifts 
the Zone D boundary to the suction side of Station 
21-A. 

The allocation volumes are improper. 

4. No cost is allocated to WS for compressing gas 
withdrawn from Leidy Storage by the existing stations 
east of Perulack. 
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5, The allocation of 50% of fixed cost in proportion 
to annual deliveries is improper in this case, because of 
the very large differences in load factor among rate 
schedules. 

6. Gas required for WS is improperly priced into 
storage at the interruptible rate. 
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Q. 29 Will you please refer to the first defect just listed 
and explain why you consider Federal income tax im- 
properly computed on Exhibit 11? 

A. 29 As shown on Exhibit 11, page 7, columns (D) and 
(E), and testified to by Mr. Bufkin on pages 14 and 15 of 
his prepared testimony, he computed Federal income tax 
for Leidy Storage and the additional Pipeline Facilities on 
the assumption that 70% of the gas plant would be 
financed by debt capital; that the debt capital proposed 
to be sold in connection with this project can be specifically 
applied to these new facilities; and that the average rate 
of interest on such debt capital would be 5.375%. Thereby 
he increased the income deductions above the proportional 
share of the system-wide deductions which reflect a lesser 
average interest rate, and reduced Federal income tax pro- 
portionately. I consider this to be improper for the follow- 
ing reasons. 

The assumption that specific bond issues can be identified 
with particular property is fallacious, because all bonded 
indebtedness is secured jointly by all bondable property of 
Texas Eastern. Even if such identification were possible 
and proper, it would have no effect upon the Federal in- 
come tax, because an increase of the interest on debt 
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capital would require an increase of the overall rate of 
return in order to keep the return on equity constant. If 
the return on equity is kept constant, Federal income tax 
remains also constant. This would result in an increase and 
not a decrease of the cost of service. 

Since Mr. Bufkin has applied to Leidy Storage and the 
Additional Pipeline Facilities the same rate of return 
which he applied to the existing facilities, the proper 
procedure for determining Federal income tax applicable 
thereto is to prorate the total Federal income tax to all 
existing and additional facilities in proportion to return. 

Q. 30 Please explain the second defect of Exhibit 11, 
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namely the incorrect allocation of cost of service of the 
existing pipeline system east of Station 21-A? 

A. 30 In the preparation of Statement IJ K filed in 
Dockets Nos. G-12706 and G-18841, Mr. Bufkin used what 
is known as the zone-to-zone approach, which in my opinion 
is basically the proper procedure for determining cost of 
service on a system such as Texas Hastern. Under this 
procedure no transmission cost incurred in a downstream 
zone is allocated to upstream zones for the service of which 
downstream transmission facilities are not required. 

In the preparation of Hearing Exhibit 11, Mr. Bufkin 
has departed from this approach and has lumped together 
the costs incurred in Zone D and in the small sector of Zone 
C located east of Station 21-A. He has then allocated the 
total amount as if all such costs were incurred in one and 
the same zone whose boundaries are at the suction side 
of Station 21-A. This understates costs properly allocable 
to WS, because WS shares the cost of service of the exist- 
ing pipeline system located in 
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Zone D, not only with X-28 service and sales made in Zone 
D but also with sales made in Zone C. 

If WS is allocated 8.977% of the demand cost, and 2.065% 
of the commodity cost of the existing pipeline system east 
of Station 21-A as Mr. Bufkin has done on Exhibit 11, page 
8, the balance of such cost must be accounted for elsewhere. 
Under Mr. Bufkin’s procedure, Zone C sales account for 
12.896% of the demand cost, and 20.417 % of the commodity 
cost of these facilities. The effect is to allocate to WS 
only $1,038,787 of the cost of the existing pipeline system 
east of Station 21-A, as shown on Exhibit 11, page 8, line 
97, columns (E) and (F), while Zone C sales are allocated 
$3,347,083, of which about $3,100,000 are incurred in Zone 
D. This, in effect, shifts the zone boundaries and is im- 
proper. 

Consistent with Mr. Bufkin’s theory of storage segre- 
gation, to which I do not subscribe, the proper procedure 
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is to allocate the cost incurred in Zone C, shown on Exhibit 
134, among Zone C sales, and all deliveries made in Zone 
D and cost incurred in Zone D among deliveries made in 
Zone D only. In this way, costs incurred in Zone D will 
not be charged to Zone C. 

Q. 31 Will you please explain the third defect of HEx- 
hibit 11, namely the impropriety of the allocation volumes 
used therein? 

A. 31 I consider the allocation volumes for WS appli- 
cable to the existing pipeline system as shown on Exhibit 
11, page 6, line 5, of 100, 965 Mcf/day and 6,057,900 Mef 
annually to be understated. 
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Exhibit 1, Schedule 2, shows that 313,456 Mef/day of WS 
must be delivered in Zone D. Consistent with the theory 
underlying Exhibit 11, in addition to the 200,000 Mcf/day 
withdrawn from Leidy Storage and transmitted through 
the additional pipeline facilities, 113,456 Mcf/day and 
6,807,360 Mcf annually must therefore be transmitted 
through the existing pipeline facilities. These are the alloca- 
tion volumes to be used for the existing pipeline system 
east of Station 21-A. This does not allow anything for 
transmitting the 20,580 Mcf/day of WS delivered in Zones 
B and C by “‘displacement”’, but physically handled by the 
existing pipeline system east of Station 21-A. I shall com- 
ment on the allocation volumes for Oakford Storage later 
in my testimony. 

Q. 32 You listed as the fourth defect of Exhibit 11 the 
fact that no cost of the existing compressor stations east 
of Perulack is allocated to WS for moving gas withdrawn 
from Leidy Storage. Would you please explain? 

A. 32 Exhibit 4, page 1, shows that the four loops pro- 
posed to be installed upstream of the four compressor sta- 
tions east of Perulack reduce the pressure drop in the four 
pipeline sections between Perulack and Bechtelsville, Pa., 
and thereby increase the suction pressure of these four sta- 
tions. However, the total volume of gas arriving at these 
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four stations, including the 200,000 Mcf/day withdrawn 
from Leidy Storage, must be compressed in order to restore 
it to the outlet pressure of 9803 which is the same at 
Perulack and the four stations. 

Exhibit 11 ignores this fact and does not allocate cost of 
these four stations to WS, except the small amount related 
to the volume of 
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100,965 Mcf/day and 6,057,900 Mef annually assumed to be 
withdrawn from Oakford Storage and to be moved through 
the existing pipeline system. This is in error. I shall 
revert to this matter later in my testimony. 

Q. 33 As the fifth defect of Exhibit 11 you listed the fact 
that 50% of fixed cost is allocated in proportion to annual 
deliveries which, in your opinion, is improper in this case 
because of the great differences in load factor among rate 
schedules. Would you please explain? 

A. 33 In allocating cost of the existing pipeline system 
and of Oakford Storage, Mr. Bufkin used the so-called 
Atlantic Seaboard classification under which 50% of fixed 
transmission and underground storage costs are classi- 
fied as commodity cost and allocated in proportion to an- 
nual volumes. With this classification the allocation of fixed 
costs is greatly affected by the load factor. If the load factor 
of all service classifications is fairly uniform, as was the 
ease on the Atlantic Seaboard system, the overall allocation 
among rate schedules is fairly close to the cost incurred 
in rendering service. However, if the load factors of the 
various service classifications are very different, the allo- 
eation is seriously distorted. In fact, high load factor cus- 
tomers are allocated through the commodity component 
considerably more, and low load factor customers less than 
the proper share of fixed costs for which they are respon- 
sible. Since in the present case the load factor of the vari- 
ous service classifications differs widely from close to 100% 
for DCQ service, 74% for GS service, and 30% for SGS 
service to 16% for WS, and 12% for WS customers electing 
but not taking the 30% storage service, the distortion is 
very serious. 
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Q. 34 Could you illustrate the distortion under the con- 
ditions in the present case? 

A. 34 Yes, I should like to do so with reference to Ex- 
hibit 143 (N-1). 

Q. 35 Please explain Exhibit 143 (N-1). 

A. 35 Exhibit 143 (N-1) shows the derivation of the allo- 
cation factors for five customers, each having an MDQ of 
1,000 Mef/day. The MDQ is entered in column (2), the 
total of 5,000 Mcf/day being shown in line 6. The five 
customers are assumed to be served under the DCQ, GS, 
SGS and WS rate schedule, respectively, whereby customer 
4 is assumed to take straight WS, and customer 5 to elect, 
but not to take the 30% storage service. 

The annual volumes taken by each of these five customers 
are entered into column (3), and the load factor in column 
(4). Column (5) shows the allocation factors for demand 
cost and represents column (2) expressed as percentages 
of the total MDQ in line 6. Column (6) shows the alloca- 
tion factors for commodity cost derived in the same man- 
ner from the annual volumes in column (3). Column (7) 
shows the composite allocation factor derived by adding 
50% each of columns (5) and (6). 

If we apply these composite allocation factors to the 
total fixed costs, we allocate to each customer the same 
amount which the Atlantic Seaboard formula allocates by 
first classifying 50% of such fixed cost as demand cost 
and 50% as commodity cost and applying to each 50% the 
allocation factors shown in columns (5) and (6), respec- 
tively. 

Q. 36 What conclusion do you draw from Exhibit 143 
(N-1)? 

A. 36 Fixed costs are by definition those costs which 
do not vary with the annual volume of gas stored, trans- 
mitted or otherwise handled by the 
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facilities. They are costs related to the investment com- 
prising depreciation, return and taxes and fixed operating 
expenses. They are primarily related to the demand made 
by the customers and hence to the capacity provided for 
satisfying such demand. Since each of the five customers 
in the example illustrated on Exhibit 143 (N-1) has the 
same MDQ, fixed costs incurred for each of them are the 
same. In consequence, each should bear 20% of such fixed 
costs. 

However, as column (7) shows, under the Atlantic Sea- 
board classification, the DCQ customer is allocated 31.55% 
of the total fixed costs, or over 50% more than its proper 
share, while the WS customer is allocated only 12.5% to 
13.55%, or 63% to 68% of its proper share. Because of 
these great distortions resulting from the wide differences 
in load factor, the Atlantic Seaboard classification should 
not be used under the conditions of this case. 

The Atlantic Seaboard method was originally proposed 
by the Staff of this Commission for the sole purpose of 
allocating some fixed costs to interruptible customers, which 
would get a free ride if all fixed costs would be allocated in 
proportion to maximum demand. The method was intended 
as a rate making formula for spreading total cost of serv- 
ice between jurisdictional and non-jurisdictional sales and 
among the various rate schedules, and was never claimed 
to determine actual cost of service. 
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Q. 37 Do these conditions apply to the present case? 

A. 37 No. In the present case, the situation is quite 
different. First, no interruptible sales are involved, and 
second, one of the alleged purposes of Exhibit 11 is to de- 
termine that portion of the cost of the existing transmis- 
sion and storage facilities which is applicable to the capacity 
‘dedicated’? to WS. It is noteworthy in this respect that 
the ‘‘dedication”’ of the existing pipeline system applies 
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only to peak day capacity, and that the related annual 
allocation volume was derived merely by multiplying this 
peak-day volume by 60. Since this capacity is idle when 
not used for WS, these customers are responsible for re- 
lated fixed costs not only for 60 days but for 365 days. 
The same is true for fixed cost of Oakford Storage. Under 
the Atlantic Seaboard formula a large portion of the cost 
of such idle capacity is shifted to customers operating at 
higher load factor. 

Q. 38 As the sixth defect of Exhibit 11 you listed the 
fact that gas including transportation to Station 21-A is 
improperly priced at the interruptible or flat commodity 
rate. Will you explain your reason? 

A. 38 Mr. Bufkin attempts to justify the use of this 
rate on two grounds. First, he contends that the gas ear- 
marked by him for this purpose is off-peak gas which could 
be priced at incremental cost, i.e. for which no fixed trans- 
mission costs need being charged, the inference being that 
all fixed costs are already charged to other customers. 
Second, he states that this is the gas Texas Eastern used 
to sell as interruptible gas and for which it could not get 
a higher price anyhow. In my opinion, both reasons are 
not valid. 
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To take the second reason first, interruptible gas is sold 
on an as-and-when available basis without any commit- 
ment as to a specific daily or annual volume, deliveries 
being subordinated to all other rate schedules. For WS, 
on the other hand, Texas Eastern has a commitment for 
a definite annual volume which it must deliver. Deliveries 
have equal priority with DCQ deliveries and are not sub- 
ject to curtailments except in case of force majeure. In 
order to assure its ability to meet the obligation for render- 
ing WS, Texas Eastern must in accordance with its own 
theory inject the required annual volume into storage. 

With respect to the contention that gas could be priced 
into storage at incremental cost assuming that it is off- 
peak gas, I am of the opinion that, if Texas Hastern’s 
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rates are designed to recover all fixed costs from customers 
other than WS, such other customers are clearly required 
to subsidize WS and a proper cost allocation must remedy 
this situation. However, as I stated before, in my opinion 
gas required for WS is not off-peak gas, but part of the 
gas which the whole system provides from the combined 
flow and storage capacity for the sum-total of all require- 
ments. 

As is true for all other customers, pipeline flow capacity 
equal to the average day requirements of WS must be 
provided upstream of underground storage, the excess be- 
ing available from storage. Since the flow capacity up- 
stream of storage could be operated at best at 100% load 
factor, the 100% load factor rate is the minimum cost to 
be charged for gas delivered into storage, even accepting 
arguendo the theory that storage segregation is an accept- 
able basis for allocating cost. 
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Q. 39 Have you prepared an exhibit correcting the de- 
fects of Exhibit 11 to which you have just testified? 

A. 39 Yes, I have. 

Q. 40 Will you briefly describe the content and purpose 
of Exhibit 144 (N-2)? 

A. 40 Exhibit 144 (N-2) shows the cost allocation to WS 
consistent with Texas Hastern’s theory that underground 
storage can be segregated for cost allocation purposes. 
It is based generally on the procedure used in Hearing 
Exhibit 11, but corrects the defects which I have just de- 
seribed. As I testified, I believe the theory of storage 
segregation as a basis for cost allocation to be fallacious 
and contrary to the operation and use of Texas Eastern’s 
system facilities. Accordingly, Exhibit 144 (N-2) is pre- 
sented simply for the purpose of showing, that assuming 
arguendo the storage segregation theory is valid, the mini- 
mum cost allocable to WS is considerably higher than that 
shown on Exhibit 11. 
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Q. 41 What is the cost allocated to WS derived from Ex- 
hibit 144 (N-2)? 

A. 41 The cost is 96.24¢ per Mef at 634% return, 92.63¢ 
at 614% return, and 90.82¢ at 6% return. These figures 
are shown on Schedule 5 of Exhibit 144 (N-2) which I shall 
explain later. I should like to stress again that I do not 
consider this allocation to charge WS the share of total 
cost for which it is responsible. These amounts are minima 
derived on the basis of Texas Eastern’s theory of storage 
segregation. They do also not include an allowance for 
moving gas stored in Leidy from Station 21-A to Perulack, 
nor any part of the cost of service of the 13 miles of 36 
inch loop between Stations 26 and 27. Since this loop is of 
benefit to all 
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customers served in the New York area, part of the cost 
of service shown on Schedule 2, column (17) of Exhibit 
144 (N-2), in the amount of $436,000 to $485,000, is properly 
chargeable to WS. I have not made a specific charge for 


such use because of the absence of adequate details for 
doing so. 

Also not included is the cost of service related to the 
compressor capacity of the four existing stations east of 
Perulack which is preempted for compressing the 200,000 
Mef/day of gas withdrawn from Leidy and earmarked by 
Texas Bastern for WS. Based on the best available in- 
formation, this cost is estimated to be of the order of mag- 
nitude of $500,000 or nearly 3¢ per Mef. 

Q. 42 Please describe Schedule 1 of Exhibit 144 (N-2). 

A. 42 On Schedule 1 of Exhibit 144 (N-2), Federal in- 
come tax is adjusted to the system-wide average level. 
Column (2) shows the Federal income tax applicable to 
the various facilities and the total system. The amounts 
are taken from the sources indicated in column (8). Column 
(3), line 11, shows the total Federal income tax from Hear- 
ing Exhibit 11, page 2, line 12, prorated, to lines 1 through 
10, in proportion to return in column (2). Return at 644% 
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and 6% and relative Federal income tax are computed as 
indicated in footnote (b) of Schedule 1. 

Q. 43 Please explain Schedule 2 of Exhibit 144 (N-2). 

A. 43 Schedule 2 of Exhibit 144 (N-2) shows cost of 
service of the existing and proposed facilities east of Sta- 
tion 21-A based on Hearing Exhibit 11, page 8, with the 
following adjustments: 

[3065] 


1. Federal income tax is adjusted as per Schedule 1 
of Exhibit 144 (N-2). 

2. Cost of service of the existing pipeline system 
east of Station 21-A is broken down into cost of serv- 
ice applicable to facilities located in Zone C, per Ex- 
hibit 134, and facilities located in Zone D. This break- 
down is necessary in order to permit proper alloca- 
tion of such costs to WS as explained in earlier testi- 
mony. 

3. Cost is classified in accordance with cost behav- 
ior, i.e. all fixed cost is classified as capacity cost and 
only variable cost as commodity cost. As explained in 
earlier testimony relating to Exhibit 143 (N-1), this 
classification is essential for the proper allocation of 
fixed cost among classes of service having greatly dif- 
ferent load factors. Since, in accordance with the 
procedure used on Exhibit 11, total cost of service of 
Leidy Storage and Additional Pipeline Facilities is 
charged to WS, the classification has in this case no 
effect upon the allocation of these two items. 


Lines 22, 25 and 28, respectively, show total cost of serv- 
ice of the existing and additional facilities east of Station 
21-A at 634%, 614% and 6% return, classified as capacity 
(fixed) cost and commodity (variable) cost. Column (17) 
shows the cost of service of the 13 miles of 36 inch loop 
which Texas Eastern proposes to construct between Sta- 
tion 26 and 27, but alleges not to be required specifically 
for rendering WS. 
Q. 44 Please explain Schedule 3 of Exhibit 144 (N-2). 
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A. 44 On Schedule 3 of Exhibit 144 (N-2) the allocation 
factors are computed for the existing pipeline system east 
of Station 21-A and for Oakford Storage. 
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Columns (2) and (3), lines 1 through 5, show the allocation 
volumes for the existing pipeline system east of Station 
21-A located in Zone C. These volumes include in line 2 
Zone C Sales. As testified earlier, Zone C Sales must be 
excluded from the allocation of cost incurred in Zone D. 
Allocation volumes applicable to Zone D are shown in lines 
6 through 9, accordingly. In both instances the MDQ of 
WS is adjusted to reflect commitments east of Station 21-A 
as explained in earlier testimony and computed in footnote 
(a) of Schedule 3. 

As all other services on Texas Hastern’s system, WS is 
provided from the combined pipeline flow capacity and 
underground storage capacity. If pipeline facilities up- 
stream of storage are operated at 100% load factor, i.e. 
if optimum use is made of underground storage, pipeline 
flow capacity equal to the average day requirements must 
be provided upstream of storage. In consequence, even 
accepting arguendo Texas Hastern’s storage segregation 
theory, at least capacity equal to such average day require- 
ments must be allocated to WS for transmission west of 
Station 21-A. This average day capacity is 20,042,100 
Mef — 365 = 54,910 Mef/day. 

Since such allocation reflects the availability of average 
day capacity on all days including the peak day, only the 
excess of the total MDQ of 334,036 Mef/day over such 
average is to be used as the allocation volume for under- 
ground storage. Of the total excess of 279,126 Mef/day 
required for WS, 200,000 Mef/day are assumed by Texas 
Eastern to be withdrawn from Leidy Storage, leaving 79,126 
Mef/day to be withdrawn from Oakford as shown in line 
12 of Schedule 3. 

Allocation factors expressing the allocation volumes as 
percentages are shown on Schedule 3, columns (4) and (5). 
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Q. 45 Please turn to Schedule 4 and explain its purpose. 

A. 45 On Schedule 4 of Exhibit 144 (N-2) underground 
storage and transmission cost east of Station 21-A is allo- 
cated to WS. 

Cost of service at a rate of return of 634%, 644% and 
6% is taken from Schedule 2, line 22, 25 and 28, respectively, 
columns (4) through (13), and multiplied by the alloca- 
tion factors taken from Schedule 3, line 4, 8 and 12, re- 
spectively, as indicated on Schedule 4, columns (5) and (6). 
Cost of Leidy Storage and Additional Pipeline Facilities 
is charged 100% to WS. 

Total storage and transmission cost east of Station 21-A 
allocable to WS consistent with Texas Eastern’s theory 
of storage segregation is $10,883,218 at 634% return, $10,- 
202,465 at 644% return, and $9,862,008 at 6% return. 

Q. 46 What does Schedule 5 show? 

A. 46 On Schedule 5 of Exhibit 144 (N-2) total cost allo- 
eable to WS is determined. Storage and transmission cost 
east of Station 21-A at 634% shown in line 1, column (2), 
is taken from Schedule 4, column (4), line 6. Added thereto 
in line 2, column (2), is the cost of gas and transmission 
west of Station 21-A for 17,543,169 Mef at the 100% load 
factor MDQ-C rate of 38.5¢ per Mef. For reasons given 
in earlier testimony this is the minimum applicable rate. 
Total cost of WS at 634% return is shown in line 3, column 
(2) in the amount of $17,637,338. In the same manner 
cost of service at 644% and 6% is developed in lines 4 
through 9. 

Average cost per Mef is computed in column (4). Since 
estimated total deliveries per Exhibit 1, Schedule 3, are 
18,848,160 Mcf, average cost of storage and transmission 
east of Station 21-A must be based on this volume. 
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Q. 47 Have you prepared a certificate type incremental 
cost of service study and determined cost of WS rendered 
exclusively from the additional storage and transmission 
facilities proposed in this proceeding? 

A. 47 Yes, I have done so on Exhibit 145 (N-4). In 
lines 1 and 2 is entered from Exhibit 144 (N-2), Schedule 
4, column (4), the cost of service of Leidy Storage and 
of the additional pipeline facilities, and in line 3 the total 
cost of service of all additional facilities. These addi- 
tional facilities are assumed by Texas Eastern to provide 
200,000 Mef/day of WS. Based on this assumption, aver- 
age cost per Mcf/day of MDQ is computed in line 4. Since 
the annual volume under the WS rate schedule is 60 times 
MDQ, average cost per Mef is computed in line 5 by divid- 
ing the annual cost in line 4 by 60. Adding to this average 
cost the cost of gas and the estimated cost of the preempted 
compressor capacity at the four stations east of Perulack, 
we obtain the cost per Mef shown in line 9, which is about 
$1.10 at 634% return, $1.05 at 614% return, and $1.03 at 
6% return. 

However, according to Hearing Exhibit 8, page 3, Texas 
Eastern expects to withdraw from Leidy in 1962, excluding 
270,000 Mef for fuel, only 9,868,000 Mcf. If we divide 
the cost of service of the additional facilities shown in 
line 3 of Schedule 6 by this volume, we obtain the average 
cost of these facilities per Mecf of gas estimated to be with- 
drawn from Leidy in 1962. This average cost is entered 
on Schedule 6, line 10. Adding thereto the cost of gas and 
the estimated cost of compression, we obtain the total cost 
per Mef of gas withdrawn which is entered in line 14 
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and amounts to about $1.25 at 634% return, $1.20 at 614% 
return, and $1.17 at 6% return. 

It should be noted that the average cost of WS delivered 
from Leidy Storage shown on Exhibit 145 (N-4) is con- 
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siderably higher than the average cost of WS rendered 
jointly from the existing and additional facilities shown 
on Exhibit 144 (N-2), Schedule 5. The reason is that the 
unit cost of service per Mef of the additional facilities is 
considerably higher than that of the existing facilities. 

Q. 48 You have explained in earlier testimony your rea- 
sons for classifying cost in accordance with cost behavior, 
namely all fixed costs as capacity cost and only variable 
cost as commodity cost. Have you prepared an exhibit 
showing the allocation of cost to WS under the so-called 
Atlantic Seaboard method formulated in the Commission’s 
Opinion No. 225 at Docket No. G-1175, et al.? 

‘A. 48 Yes, I have prepared such an exhibit, but for in- 
formation purposes only, because in addition to my basic 
objection to the storage segregation theory I consider this 
method to underallocate cost to WS in view of the very 
low load factor of this service compared with the load 
factor of other services, such as DCQ and GS service. Ex- 
cept for the different classification of fixed costs, Exhibit 
146 (N-3) is prepared in the same manner as Exhibit 144 
(N-2). 

Q. 49 Please explain Schedule 1 of Exhibit 146 (N-3). 

A. 49 Schedule 1 of Exhibit 146 (N-3) represents the 
classification of cost of the existing and proposed facilities 
east of Station 21-A in accordance with 
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the Atlantic Seaboard method. Lines 1 through 19 are 
taken from Hearing Exhibit 11, page 8, except that cost 
of service of the existing pipeline system is broken down 
into cost relating to facilities located in Zones C and D, 
respectively. This breakdown is based on Exhibit 194. 
Furthermore, Federal income tax is adjusted per Exhibit 
144 (N-2), Schedule 1, as explained in earlier testimony. 

Q. 50 Please turn to Schedule 2 of Exhibit 146 (N-3) 
and explain its purpose. 

‘A. 50 On Schedule 2 of Exhibit 146 (N-3) underground 
storage and transmission cost east of Station 21-A is allo- 
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cated to WS in the same manner as on Schedule 4 of Ex- 
hibit 144 (N-2). 

Cost of service at a return of 634%, 644% and 6% is 
taken from Schedule 1 of Exhibit 146 (N-3), lines 22, 25 
and 28, respectively, columns (4) through (13) and multi- 
plied by the allocation factors taken from Exhibit 144 
(N-2), Schedule 3, line 4, 8 and 12, respectively, as indi- 
catéd on Schedule 2 of Exhibit 146 (N-3), columns (5) and 
(6). Cost of Leidy Storage and Additional Pipeline Facili- 
ties is charged 100% to WS. 

Total storage and transmission cost east of Station 21-A 
allocable to WS consistent with Texas Eastern’s theory 
of storage segregation and based on the Atlantic Seaboard 
classification is $10,008,496 at 634% return, $9,374,801 at 
644% return, and $9,057,872 at 6% return. 

Q. 51 Please explain Schedule 3 of Exhibit 146 (N-3). 

A. 51 On Schedule 3 of Exhibit 146 (N-3) total cost 
allocable to WS and average cost per Mef is determined in 
the same manner as on Exhibit 144 (N-2), Schedule 5. 
Average cost per Mef, including cost of gas, is 91.6¢ at 
634% return, 88.24¢ at 614% return, and 86.56¢ at 6% 
return. 
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However these average costs are understated because 
they do not include an allowance for moving gas stored in 
Leidy from Station 21-A to Perulack, nor any part of the 
cost of the 13 miles of 36 inch loop between Stations 26 
and 27, nor the cost of service related to compressor 
capacity of the four stations east of Perulack preempted 
for compressing gas withdrawn from Leidy Storage. As 
I have previously testified the allowance for compressing 
gas withdrawn from Leidy is about $500,000 which would 
add nearly 3¢ to the above average costs per Mcf. There- 
fore, even based on Texas Hastern’s theory of storage 
segregation and the Atlantic Seaboard method of cost clas- 
sification, the average cost of WS is at least from 90 to 95¢ 
per Mef. 

Q.52 Have you analyzed the effect of the proposed WS 
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rate upon the charges made to GS customers availing 
themselves of this service? 

A. 52 Yes. I have analyzed this effect for the three 
largest GS-D customers which propose to take WS if it 
is certificated. These customers are Algonquin Gas Com- 
pany, Philadelphia Electric Company and Public Service 
Blectric & Gas Company- The computations are made on 
Exhibit 147 (N-7). 

Q. 53 Please briefly describe Schedule 1 of Exhibit 147 
(N-7)? 

A. 53 On Schedule 1 the MDQ and 

i these three 
custo 
are shown in 
these volumes, the load factors are comp 
WS and total deliveries as shown in lines 3, 8 and 13. As 
the 
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average load factors in column 4 indicate, the load pattern 


of these customers reflects load factors between 527% and 
59%. Lines 4, 9 and 14 show the percentages of the 
total MDQ proposed to be taken under the GS and WS 
rate schedules, and lines 5, 10 and 19, the revenues from 


Q. 54 to Schedule 2 of Exhibit 147 (N-7) 
and give 

A. 54 -7), the billing 
units of these three cu lines 2, 7 and 


whi 
and 13. Lines 4, 


rate. 
in lines 5, 10 
quin, $1,772,76 
for Public Service. 

Lines 6, 11 and 16 show the average demand charges paid 
by these three companies. If the commodity charge is 
26¢ per Mef, the equivalent demand charge is $3.76 for 
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Algonquin, $3.31 for Philadelphia Electric and $3.75 for 
Public Service. 

Q. 55 What conclusion do you draw from these figures? 

A. 55 Mr. Bufkin testified that in designing the DCQ 
and GS rates, he has assumed the demand charge for these 
two rate schedules to be identical because this is what the 
FPC has said they should be. The conclusion I draw 
from the above figures is that by providing these large 
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GS customers with WS, the intention of the FPC is cir- 
cumvented by giving these customers, in effect, a lower 
demand charge than the DCQ customers. 


/S/ Haws E. Nisset. 
Sworn to before me this 2nd day of June, 1960. 
/S/ Cuarzes B. Sratxurs, 
Notary Public, State of New York. 
Commission expires March 30, 1961. 
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Texas EasterN—Unit Transmission Cost Through Zone C and 
Unit Storage Cost per Mcf/Day 


Calendar Year 1962 
(2) (3) (4) @) 


Less 
Compressor Fixed Fixed 
Total Cost S& Eand Cost Capacity. Unit Cost 
of Service Maintenance of Service at 15. IA of Service 
$ $ Mef/Day $per Mcf/Day 


21,797,787 20,261,987 1,215,804 
10,199,758 9,007,658 1,215,804 

094,814 900 23,293,914 1,409,176 
44,955,853 38,988,353 1,645,187 


107 ,048, 212 91,551,912 = 
—== 


=e ee ES 
Oakford Storage... 3,430,984 3,320,784 367,518 


” Notes: Total Cost of Service, Column 2, lines 1 through 5, from Exhibit 133, page 2, line 42, 
Columns (F) through (I). 

Compressor Supplies and Expenses and Maintenance (Column 3), from Exhibit 133, page 2, 
lines 16, 17, 18, and 26, Columns (F) through (I). 

Total Cost of Service and Fuel of Oakford Storage from Exhibit 11, page 8, lines 25 and 17, 
Columns (G) and (H). 

Transmission Capacity in Column (5) lines 1 through 4, is computed from Exhibit 1, Schedule 
1, Column (C) as follows: 


d 
Particulars Zone B Zone C 
Mcf/Day Mcf/Day 
Deliveries in Zone.....-.-- ee seeeeseeeee 98,989 920,481 
Requirements in Downstream Zone (a)... 1,545,187 624,706(b) 


Total Requirements 1,609,328 1,644,176 1,545,187 
Adjustments (c) (235 ,000) 100,000 


Net Capacity in Zone 1,409,176 1,645,187 
—=== —— 


Sales in Zone D plus X-28 less storage withdrawal. 
) Purchases at Kosciusko and Lebanon, and Hope Transportation. 


® Including purchase at Kosciusko and Lebanon. 
c 


*.@ 
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Texas Eastern—Storage Withdrawal Required For GS and SGS 


1 
2 
3 
4 
5 
6 
7 


6,250,471 
23,100 


Notes: Estimated monthly and annual requirements, Columns (2), (3), and (4), lines 1 through 14, from Exhibit 132, MDQ, 
columns (2), (3), and (4), line 15, from Exhibit 1, Schedule 1, column (C). 

Pipeline flow capaci , column (6), lines 1 through 7 at 413,000 M /day, and lines 8 through 13 at 23,100 Mef/day. The last 
figure is the ann’ ly average &GS requirements (8,432,902 Mef + 365 days). PER 4 

‘Storage withdrawal, column (7) is the difference between total requirements, column (5), and pipeline flow capacity, column (6). 
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Exuzsrr 143 


Texas Eastern—Effect of Atlantic Seaboard Classification Upon Allocation 
of Fixed Cost 


(1) (2) (3) (4) (5) (6) (”) 
Allocation Volumes Allocation Factors 
Line Annual Cor Co 
No. RateShceedule _MDQ Volume 
Mcf/Day Mef 


365,000 
270 ,000 
109,500 
60,000 


% 

20 
20 
20 
20 
20 

100 
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Texas Eastern—Cost of Winter Service Based on big ure of Underground 
Beare? Cost Classified in Accordance with Cost vvior, Calendar Year 
Taste oF CONTENTS 


Schedule Description 


1 Prakreey ee ve Federal Income Tax Applicable to Facilities East of 
Station 21-. 
2 Classification of Cost of Service of Facilities East of Station 21-A 
3 Allocation Volumes and Allocation Factors 
4 Cost Allocation to Winter Service of Facilities East of Station 21-A 
5 Cost of Winter Service 
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Texas EASTERN TRANSMISSION CORPORATION 
Adjustment of Federal Income Tax Applicable To Facilities East of Station 21-A 
Calendar Year 1962 
(1) (2) (3) (4) (5) (8) 
At 634% Return At 614% Return 
Line Particulars Fed. Inc. Fed. Inc. . 
No. Return Tax vee bs : Source of Columns (2), (4) and (6) 


$ $ 
East of Station 21-A 


504,124 317,964 448,110 Exh. 134, P.2, lines 17, 20 and 23 
5,905,918 3,725,018 443, 5,249,705 Line 3 less line 1 


5,697,815 Exh. 11, P.7, Col.(B), lines 17, 20 & 23 


Exh. 11, P.7, Col. (C), lines 17, 20 & 23 
Exh. 117 P-7, Col.(D), lines 17, 20 & 23 
380 Exh. 11, P.7, Col.(E), lines 17, 20 & 23 
Total per Exhibit 11, Page 7 6,954,671 10,209,677 Lines 3 through 6 


13 Miles of 36” Loop 134,281 197,130 117,197 Col.) from Exh. 133, P.4, Col.(J) line 
19, less Col.(2), line 6 above (a) 
Total East of Station 21-A........ 7,088,952 10,406,807 6,187,032 Line 7 plus line 8 


West of Station 21-A 18,922,196 27,778,369 16,514,734 15,311,033 Line 11 less line 9 
Total Company 26,011,148 38,185,176 27,701,766 36,657,769 21,047,075 Col.(2) from Exh. 11, P.2, line 12 (b) 


SE 


(a) Return in columns (4) and (6) is computed in peSportion to column (2). 


Return in columns (4) and (6) is computed by aj plying the rate of return to the rate base of $610,962,817 shown on Hearing Exhibit 11, P.2, Line 11. Federal Income 


fearing Exhibit 11, page 5, and prorated in proportion to return. 
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tax in columns (5) and (7) is computed on the basis o! 
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Texas EasTERN TRANSMISSION CORPORATION 
Classification of Cost of Service of Facilities East of Station 21-A 
In Accordance With Cost Behavior 
Year 1962 
qa) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14) (15) (16) (17) (18) 
Existing Pipeline S; East of Station 21A Additional had All Facilities Included Total 


. 13 Miles 
Zone D Oakford Storage Leidy Storage Facilities (a) on Hearing it 11 (o) of 36” Loop East of 
ity ‘otal 7m at ace 


Line Total ne C nm 
No. Particulars Coy Common Sepasns er iad Capacity Poa ts Sopaaty Ceeny Renealny sar tak Capacity Commodity Capacity Co 
$ $ $ 


Transmission Expenses 
Operation 
Supervision and Engineering 158, 967 
Compr. Sta. S. & E.—Fuel.... ax 
—Electricity st 126,600 
Other Operation Expenses 1,012,100 
Total Operation 1,297,667 


81,166 
372,000 
453,166 

40,100 


16 Administrative & General Expenses 
Than Federal Income 
7,277,081 1,368, 100 13,131,081 


20 Return @ 634% 6,410,042 5,905,918 1,186,005 11,026,447 
21 Federal Income Tax 4,042,982 3 3,725,018 748,045 : 6,954,671 


22 Total Cost of Service @ 6%{(% Return 18,300,705 1,: F 3,302,150 rg 7 7 31,112,199 
——— == ——= 


23 Return @ 64% 7153 
24 Federal Income Tax 3 2 1.05 372 
25 Total Cost of Service @ 64% Return 355, 15,996,610 1,332, 3,119,125 ; 29,410,593 
26 Return @ 6% 5,697,815 Te OOF 
27 Federal Income Tax 3,271,403 Bese 


—_—— 


28 Total Cost of Service @ 67% Return 16,816,899 1,355, 4 E 027,61: 200 1,973,519 5,112,780 : 28,559,710 


(a) Excluding 13 miles of 36” loop proposed to be constructed between Stations 26 and 27. 
Note: All costs are as per Exhibit 11, page 7 and 8, except Zone C costs, columns (4) and (5) which are taken from Exhibit 134, and Federal Income tax which is adjusted per Schedule 1 herewith. 
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Texas Eastern Transmission CoRPORATION 
Allocation Volumes at 15.025 PSIA and Allocation Factors 
Facilities East of Station 21-A 
Calendar Year 1962 

(2) (3) 


Allocation Volumes 
Per Exhibit 11 P.6 
justed 


216,367,179 
59,886,784 
11,000, 

6, 807 ,360(c) 

294,061,323 


216,367,179 
133,500 11/0007 
113/456(a)  6,807,360(c) 
992,224 234,174,539 


133,500 12,000,000 

892 13,252,440 
79,126(b) 4,747 ,560(c) 

367,518 30,000,000 


(a) WS sales east of station 28-A 
From Leidy through additional facilities 


® 134,036 Mcf/Day leas (20,042,100 Mcf +365). 
‘c) 60 times column (2). 
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Texas EasTERN TRANSMISSION CoRPORATION 
Cost Allocation to Winter Service 
Existing and Additional Facilities East of Station 21-A 
Cost Classified in Accordance with Cost Behavior 
Calendar Year 1962 

(2) (3) (4) (5) (6) 

Allocated to Winter Service Reference 
Line Cope Commodity Total : Allocation 
No. Cost Cost, Cost of Service Factors 


Schedule 2: Sched. 3, col. 
(4) and (5) 
Return @ 6%% 


Line 22, col. 
Line 22, col. 
92 Line 22, col. 
Line 22, col. 
Line 22, col. 


127 ,306 
1,776,947 
651,845 


Leidy Storage "7" 19733519 
‘Additional Pipeline Facilities 5/112,780 
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Texas Eastern TRANSMISSION CORPORATION 
Cost of Winter Service 
Cost Classified in Accordance With Cost Behavior 
Calendar Year 1962 
(1) (2) (3) (4) 
Total Estimated Average 
Line Cost Annual Cost 
No. Particulars of Service Deliveries of Service 
$ Mef ¢ per Mef 
Return @ 6%% 


Storage and Transmission East o! 
Station 21-A : . 10,883,218 18,848,160 57.74 


Gas and Transmissi 
Station 21-A (a) 6,754,120 17,543,169 38.50 


17,637 338 — 96.24 
oes 


10,202,465 18,848,160 
Gas and T: i 
Station 21-A (a) 6,754,120 17,543,169 
16,956,585 - 
———==s 


Return @ 6% 
Storage and Transmission East of 
Station 21-A.....----- se eeeee 9,862,008 18,848,160 
Gas and Transmission West of 
Station 21-A (a) 6,754,120 17,543,169 
16,616,128 _ 
———s 


Sched. 4, Exh.1, Col. {33 + 
Col. (4) Sched. 3 Col. (3. 


(a) DCQ-C rate at 100% load factor. 


oe 
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Exurrr 145 


Texas Eastern—Cost of Rendering Winter Service 
From Additional Facilities Proposed in This Proceeding 
Calendar Year 1962 
(2) (3) (4) (5) 


Line Rate of Return 
No. i 6%% 6%% 6% Reference 


Cost of Service 
1 Leidy Storage $2,256,705 $2,103,194 $2,026,519 eek 


2 Additional Pipeline Facilities 5,786,639 5,410,773 5,222,680 
Col. (4), 28 


$8,043,344 $7,513,967 $7,249,199 Line 1 plus Line 2 
——[{=—— = 
$ 40.21 $ 37.57 Line 3 + 200,000 Mcf/Day 
67 .02¢ 62.62¢ Line 
38.50 38.50 DCQ-Cr ae at 100% L.F. 
Line 5 plus line 6 
Estimated 


« 
& 
bs 


»B| BS 


105.52 101.12 
4.00 4.00 


8| 88) S35 


~ 


109.52¢ 105.12¢ 


—== 


81.50¢ 76.14¢ 
38.50 38.50 


8 


Line 7 plus line 8 


Line 3 + 9,868,000 Mef 
DCQ-C rate at 100% L.F. 


Line 10 plus line 11 
Estimated 


ae 


gal 
me 


8] 88| Ss 


120.00 114.64 
5.00 5.00 


Cost of Compression... 
Total Cost per Mef rf 119.64¢ 


ao} om 


_ 
[7 
nm 


Line 12 plus line 13 


(a) Withdrawn from Leidy per Hearing Exhibit 8, Schedule 3 
Less: Fuel per Tr. 519. 


Balance withdrawn for Winter Service 
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Exar 146 
Texas EasteRN—Cost of Winter Service Based On Sereeatce of Underground 
Storage, Atlantic Seaboard Method, Calen ‘ear 1962 
Tas.x or ConTENTS 
Schedule Description 
1 Classification of Cost of Service of Facilities East of Station 21-A 


Cost Allocation to Winter Service of Facilities East of Station 21-A 
Cost of Winter Service 
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Texas EasTEEN TRANSMISSION CORPORATION 
Classification of Cost of Service of Facilities East of Station 21-A 
In Accordance With Atlantic Seaboard Method 
Calendar Year 1962 
ql) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14) (15) (16) 
Line ' eo ae sain —_ . ers aos D : Oakford Storage _ Leidy Storage Addisons Fi ‘8) a: DF ace oer 
No. Particulars Demand Commodity Demand Commodity Demand Commodity Demand Commodity Demand. Commodity Demand Commodity Demand Commodity 
$ $ $ $ $ $ $ $ $ $ 


‘otal 


Transmission Expenses 
Operation 
Supervision and Engineering . 
Compr. Sta. 8. & E.—Fuel... 
—Electri 


15 


16 Administration & General Expense 441,000 
17 Taxes Other Than Federal Income 410,781 
18 Depreciation 2,068,070 2 


19 Cost of Service Before Return & Income Tax.... 3,849,301 846,600 ; 5,671,251 
20 Return Y .. 3,205,021 3,205 252,062 252,062 2, 593 ,002 5,513,224 
21 Federal Income Tax 2,021,491 768,320 3,4 


22 Total Cost of Service @ 64% Return 9,075,813 : 14,661,811 


=——==_= 


Ret 6% 2,967 ,612 
23 Return @ 64%, 967, ; 734)! 77 7 5,104,839 5,104,838 
24 Federal Income Tax : 13764)298 i 326,436 436 670 3,034,917 3,084,918 


25 Total Cost of Service @ 64% Return......... 8,581,211 ‘ 7 15,599,586 


| SE —— 
26 Return @ 6% 2,848,907 224,055 624, 4,900,622 
27 Federal Income Tax 1,635,701 507, 302,643 253,659 621,690 2,813,694 


eae eee, ae eee 15,174,146 
28 Total Cost of Service @ 6% Return 8,333,909 7 9,170,700 tbe vi acct 


(a) Excluding 13 miles of 36” loop proposed to be constructed between Stations 26 and 27. 
Note: All costs are as ee 11, 7 and 8, except Zone C costs which are taken from Exhibit 134, and Federal income tax 
which is adjusted per ibit —— (N-2), Schedule 1. 
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Texas Easrern TRANSMISSION CORPORATION 
Cost Allocation to Winter Service 
Existing and Additional Facilities East of Station 21-A 
Atlantic Seaboard Method 
Calendar Year 1962 

(2) (3) (4) 
Allocated to Winter Service 

Demand Commodity Total 

Cost, Cost, Cost, 


Leidy Storage. . . 
Additional Pipeline 


Exh. — (N- 
(N-2), 
col. (4) and (5) 


Line 4 
Line 8 
Line 12 
100 

100% 
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Texas EasTERN TRANSMISSION CORPORATION 
Cost of Winter Service 
Atlantic Seaboard Method 
Calendar Year 1962 
q) (2) (3) (4) 


Estimated Average 
Line Cost Annual Cost 
No. Particulars of Service Deliveries of Service 
$ Mef ¢ per Mef 
Return @ 6%% 
1 Storage and Transmission East 
of Station 21-A 10,008,496 18,848,160 53.10 
2 Gas and Transmission West of 
Station 21-A(a) 6,754,120 17,543,169 38.50 


16,762,616 = 91.60 


Return @ 6%% 


Storage and Tramsnission East 
ie Station 21-A 9,374,801 18,848,160 
Transmission West of 


and 
‘Station 21-A(a) 6,754,120 17,543,169 
16,128,921 _- 


7 Storage and Transmission East 

of Station 21-A.. 9,057,873 18,848,160 48.06 
8 Gas and Transmit 

Station 21-A(a).. ..e. 6,754,120 17,543,169 38.50 


15,811,993 =— 86.56 


Col. (2 


Sched. 2, Exh. 
col. (4)  Sched.3 + col. (3) 


(a) DCQ-C rate at 100% load factor. 
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Exurir 147 


Texas Easrenn—Effect of WS Rates Upon Equivalent Demand Charge Paid By Customers Purchasing Gas at GS-D and WS Rates 
MDQ, Annual Volume and Revenues of Customers Purchasing Gas at GS-D and WS Rates 
Calendar Year 1962 


8s 


209,798 
56,664,491 
: 74 


& Sa 


hed 


74 
26,212,915 


“76 ,037 
20,529,990 
74 


es88 oR 


64 
9,498,542 


7 
eo 


101,583 


1, Sched. 1, col. ed and Sched. 
ste: 


> 

. 1, Sched. 3, col. ‘C) and Sched. 4, 
55 (Line 12+365) +line 11100 
67 100 Per line 11 
12,689,803 2,049,982 14,739,785 Exh. 9, pages 7 and 8 


(a) 17,460 Mef/day and 6,372,900 Mef of DCQ omitted. 


gas 
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Texas Easrern TRANSMISSION CORPORATION 
Effect of WS Rate Upon Equivalent Demand Charge Paid by Customers’ Purchasing Gas at GS-D and WS Rates 
Calendar Year 1962 


(2) (3) (4) (5) 
Demand Commodity 
Charge Charge 


Total Reference 
26¢ 


61,088,891 Sched. 1, lines 1 and 2 


$15,515,199 $15,883,112 $31,398,311 Line 1 Xline 2 
12,779,925 15,883,112 28,663,037 Sched. 1, line 5 


$ 2,735,274 Line 3—line 4 
— = 
26¢ Line 4+line 2 


22,293,990 Sched. 1, lines 6 and 7 


Revenue 
At GS-D ,458, $ 5,796,437 2209, Line 1 Xline 7 
At GSD and WS Rates 4,686,223 5,796,437 0,482,660 Sched. 1, line 10 


Line 8—line 9 
— 
26¢ Line 9+line 7 


30,427,591 Sched. 1, lines 11 and 12 


ue 
At GS-D Rate $7,911,174 $16,205,796 Line 1Xline 12 
At GS-D and WS Rates 828,6 7,911,174 14,739,785 Sched. 1, line 15 


$ 1,466,011 Line 13—line 14 
26¢ Line 14+line 12 


[3099] 
Exursrr 148 


Berore tHe Fepera, Power CoMMIssion 


Unrtep States or AMERICA 
Docket No. G-18969 et al. 
In the Matter of Texas Eastern TRANSMISSION CORPORATION 


Preparep Testrmony or JEROME L. STocKHAUSEN 


Q. 1 Will you please give your name and business ad- 
dress? 

A. 1 Jerome L. Stockhausen, 120 East 41st Street, New 
York 17, New York. 

Q. 2 Are you a member of the Columbia Gas System 
Service Corporation Rate Department, and if so, in what 
capacity are you so employed? 

A. 2 Yes, I am a rate engineer. 

Q. 3 Would you please explain your business back- 
ground as well as your current responsibilities? 

A. 3 After graduating from high school, I entered 
Duquesne University, majoring in accounting. In 1941, I 
was employed as a cost clerk for the Pennsylvania Truck 
Lines, an affiliate of the Pennsylvania Railroad, and in 
1942, I was employed as a junior accountant with Main 
and Company, a CPA firm. 

In 1946, after being honorably discharged from the Army, 
I was employed by a public accounting firm as an ac- 
countant, 


[3100] 


where I had charge of approximately 25 accounts. 

In late 1947, I entered the employment of the Pittsburgh 
Group Companies of the Columbia Gas System. Such 
companies included The Manufacturers Light and Heat 
Company, Home Gas Company, Cumberland and Allegheny 
Gas Company and Columbia Gas Company of New York, 
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and its predecessors. My first assignment was to assist 
in the establishment of continuing property and other 
fixed capital records. In 1949 I was transferred to the 
rate and budget section of the Treasury Department as 
a senior clerk. In 1952 the Rate Department was reor- 
ganized and set up as @ separate department to which 
department I was assigned. 

In 1953 I was made rate engineer and approximately a 
year later was promoted to Chief Rate Engineer. In that 
position I had direct supervision over rate engineers, rate 
analysts, accountants and clerks in the Rate Department. 
I was responsible for the preparation of exhibits and sup- 
porting data used in rate, certificate and other proceedings 
in which the Rate Department was involved. 

Exhibits were prepared under my supervision for all 
of the Pittsburgh Group Companies for use in proceedings 
before the Public Utility Commission of Pennsylvania, 
the Public Utility Commission of Ohio, West Virginia 
Public Service Commission, New York Public Service Com- 
mission, Maryland Public Service Commission and the 
Federal Power Commission. 

My duties while in this capacity included the analysis, 
preparation and filing of formal applications, prepara- 
tion of 

[3101] 


tariffs and rate ordinances, the making of cost of service 
and allocation studies, the making of studies of rate design 
and the submission of recommended rates and rate design 
to Management, and testifying before the various regula- 
tory commissions, primarily on rate matters. 

I was transferred to Columbia Gas System Service Cor- 
poration in New York City, in the latter part of 1958 and 
since that time have served in that company’s rate depart- 
ment in an advisory capacity to all the companies com- 
prising the Columbia Gas System. 

My duties relate to the overall problems concerning both 
the wholesale and retail rates of Columbia companies as 
well as analyses and recommendations concerning the cost 
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of service, cost allocation and rate design of its various 
suppliers including Texas Eastern. I have also made eco- 
nomic feasibility studies concerning certificate proposals 
and market expansions both while in Pittsburgh and New 
York. 

Q. 4 Before what commissions have you testified? 

A. 41 have testified before the Pennsylvania Public 
Utility Commission, the West Virginia Public Service Com- 
mission and the Federal Power Commission. 

Q. 5 Have you made any studies concerning Texas Hast- 
ern’s proposed Winter Service? 
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A. 5 Yes. [have made a number of such studies and have 
prepared for presentation two such studies based on Texas 
Eastern’s hearing exhibits in this case. 

Q.6 What is the purpose of such studies? 

A. 6 The purpose of such studies is to show the costs 
properly assignable to Winter Service. 

Q. 7 Will you please explain exhibit identified 149 (S-1)? 

A. 7 Exhibit 149 (S-1) consists of one sheet. It reflects 
the adjustments which I feel are necessary to properly 
show by zones the costs of Texas Eastern as they occur. It 
is in effect an adjustment of Exhibit 133 which was pre- 
pared by Texas Eastern at my request. I have accepted 
the aceuracy of Exhibit 133 for purposes of my exhibit 
except that I have corrected the way Texas Eastern has 
apportioned Federal income tax, I have reflected the reve- 
nues from the Hope transportation service as a credit to 
the total cost of service and to the cost of service appli- 
cable to Zone C, and I have shown the cost of service 
at 6%. 

Q. 8 Will you please explain the basis for each of these 
three adjustments? 

A. 8 Ihave accepted the total income taxes for the entire 
company as computed by Texas Eastern but have appor- 
tioned such taxes 
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to zones in proportion to the return since I believe it is im- 
proper to compute taxes on the new facilities in the manner 
used by Texas Hastern in Exhibit 133. As Mr. Nissel has 
testified, it is improper to assign specific interest deductions 
to specific facilities in computing income taxes for rate 
making purposes. 

I believe the revenues generated by the Hope transpor- 
tation service are reasonable compared to the service ren- 
dered and have credited such revenue to the Zone C costs 
because the service is performed entirely within Zone C. 

J have adjusted the cost of service to 6% because Texas 
Eastern has designed its WS rate on the basis of such 
return and, therefore, it was necessary for me to reflect 
the cost of service at 6% in order to develop comparable 
unit costs. 

Q. 9 What is the purpose of exhibit 149 (S-1)? 

A. 9 Exhibit 149 (S-1) serves as a basis for the next 
two exhibits which reflect the allocation of this cost of serv- 
ice to zones. 

Q. 10 Would you please explain Exhibit 150 (S-2)? 

A. 10 Exhibit 150 (S-2) consists of three sheets and rep- 
resents an allocation to zones and to the WS rate schedule 
of Texas Eastern’s cost of service as reflected in Exhibit 
149 (S-1), on the basis of the allocation method used by 
Texas Eastern in its rate filing at Docket G-12706. Sched- 
ule 3 of this exhibit 

[3104] 


shows the development of the allocation determinants in 
the manner used by Texas Eastern at Statement IJK-3 
of the Docket G-12706 filing. 

Q. 11 Is any added explanation necessary regarding this 
schedule 3 of Exhibit 150 (S-2)? 

A. 11 Yes. At Docket G-12706 Texas Hastern did not 
have available the Leidy Storage Field. In determining 
the allocation determinants at G-12706, Texas Eastern re- 
flected the gas placed into storage at Oakford Storage Field 
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as a delivery in Zone C and reflected the withdrawal from 
Oakford Storage Field as a supply in Zone D. I have 
treated Oakford Storage Field in the same manner. How- 
ever, since the Leidy Storage Field is located within Zone 
D, I have treated the input and the withdrawals from Leidy 
as Zone D delivery and supply. 

Q. 12 Would you please explain footnotes 2 and 3 of this 
schedule? 

A. 12 Yes. There is an unexplained difference in Texas 
Eastern’s hearing exhibits regarding the input into stor- 
age during the year 1962. Exhibit 1, page 2, line 5 shows 
a total storage field input of 39,285,662 Mcf while a com- 
parison of pages 2 and 3 of Exhibit 8 indiates an increase 
in Texas Eastern’s total storage to amount to 39,152,000 
Mef, or a difference of 133,662 Mcf. For the purpose of 
this computation, I have asumed that the additional 133,662 
Mef reflected in Exhibit 1 was injected into Oakford Stor- 
age Field since the increase in the 
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Leidy inventory is readily determinable and since the re- 
maining increase applicable to Oakford Storage Field does 
not equal one-half of the inventory increase in Oakford. 

Q. 13 Would you please explain schedule 2 of Exhibit 
150 (S-2)? 

A. 13 Schedule 2 shows the allocation to zones of the 
total cost of service classified in accordance with the At- 
lantic Seaboard Opinion No. 225, at 6.75% rate of return 
based on Texas Eastern’s G-12706 allocation method. This 
is a zone-by-zone allocation, under which Zones B, C and 
D, including Rate Schedule X-28, are assigned the costs 
related to storage. However, in determining the alloca- 
tion volumes, Texas Eastern considered storage a source 
of supply in Zone D only and, therefore, Zone D is given 
the benefit of storage in that Zone D requirements are re- 
duced for purposes of determining the factor for allocat- 
ing transmission costs. 
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Q. 14 Would you please explain schedule 1 of this ex- 
hibit? 

‘A. 14 Schedule 1 shows the development of average unit 
costs for each zone and the proposed Winter Service based 
on the allocation method used at Docket G-12706. Columns 
2 and 3 reflect the sales volumes, both demand and com- 
modity, occuring in each of the four zones as well as the 
sales volumes applicable to Rate Schedule X-28 together 
with the WS sales volumes for Zones B, C and D and the 
percentage relationship of such WS sales 
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volumes to the total sales within the zones. Columns 4, 5 
and 6 show the total cost of service for each zone which is 
brought forward from schedule 2 together with the costs 
applicable to the Winter Service in Zones B, C and D. This 
WS cost is determined by applying to the demand and com- 
modity components of the cost of service, the demand and 
commodity percentages developed in columns 2 and 3. The 
resulting WS average costs are for Zone B 81.509¢/Mef, 
Zone C 93.428¢/Mef, and Zone D 96.387¢/Mcf. 

Q. 15 Do you have any further comments concerning this 
exhibit? 

A. 15 Yes. Though I made this computation I do not in 
any way agree with the allocation method used by Texas 
Eastern at Docket G-12706. I have prepared this exhibit 
in order for the Examiner and the Commission to have 
available for comparison purposes the results of the allo- 
cation method used by Texas Eastern in support of its 
rate filing. Such comparison indicates that on the basis of 
Texas Eastern’s own cost allocation method in its pending 
G-12706 rate filing, the WS rate proposed herein is grossly 
discriminatory to other classes of service. 

Q. 16 Why did you use the G-12706 allocation method as 
opposed to Texas Eastern’s G-18841 allocation method? 

‘A. 16 I did not use the G-18841 method because in that 
case Texas Hastern eliminated the winter peaking service 
sales and did not actually allocate costs to all services but 
rather pre- 
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determined the revenues sought from the X-28 service. 
These two items I believe completely discredit that par- 
ticular cost allocation method. 

Q. 17 Please explain Exhibit 151 (S-3)? 

A. 17 In Exhibit 151 (S-3) I have made a basic correc- 
tion to Texas Eastern’s allocation method used at Docket 
G-12706. This concerns primarily the treatment of stor- 
age both in the transmission system allocation determinants 
and in the allocation of storage costs. As I have previously 
stated, at Docket G-12706, Texas Eastern in assigning trans- 
mission costs assigned the storage benefits to Zone D, while 
it charged Zones B, C and D the cost of storage. I believe 
this to be completely improper and unfair to customers in 
Zones A, B and C, particularly to customers in Zones B 
and C. I believe that all customers should receive the 
benefit of storage and that all customers should share the 
costs accordingly. I have accordingly eliminated on sched- 
ule 3 of Exhibit 151 (S-3) both the delivery to storage and 
the withdrawal from storage in arriving at the proper allo- 
cation determinants. 

Another basic difference between this allocation method 
and Texas Eastern’s method at G-12706 is that while both 
methods recognize the fact that X-28 service on an annual 
basis is received and delivered in Zone D, Texas Eastern’s 
method allocates to X-28 service a portion of the transpor- 
tation costs properly assignable to other Zone D sales. 
Under my 
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allocation method X-28 service is assigned only peak trans- 
mission costs, whereas Texas Eastern’s method assigns 
both peak and annual transmission costs to X-28. I be- 
lieve that so long as the X-28 deliveries and receipts are, 
as in this case, equal on an annual basis, that service should 
not be assigned any of the Zone A, B, or C transmission 
commodity costs, since Transco actually incurs such cost 
in making the delivery to Texas Eastern in Zone D and 
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should not be required to bear the duplication of cost as 
a matter of allocation. 

Q. 18 What does schedule 2 of your Exhibit 151 (S-3) 
show? 

A. 18 Schedule 2 of this Exhibit shows the allocation of 
Texas Eastern’s cost of service at 6.75% rate of return to 
zones based on the adjusted allocation volumes shown on 
schedule 3. The total of such zone costs are shown on the 
last line on schedule 2. You will note that in line 26, I 
have allocated the costs of both Leidy and Oakford storage 
to all sales, including Zone A and X-28. 

Q. 19 Please explain schedule 1 of your Exhibit 151 
(S-3) ? 

‘A. 19 Schedule 1 shows the development of average unit 
costs for each zone and the proposed Winter Service based 
on 6.75% rate of return and the allocation methods used 
herein. It shows that the average cost of rendering Winter 
Service is 70.845¢ per Mef in Zone B, 80.551¢ per Mef in 
Zone C, and $1.1068 per Mef in Zone D. 
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Q. 20 You have testified that you presented Exhibit 150 
(S-2) in order to provide the Commission with the results 
of an allocation method used by Texas Eastern in its rate 
filing at G-12706 and that Exhibit 151 (8-3) reflects your 
opinion as to how such cost allocation should be adjusted. 
Is it true, therefore, that you are recommending that the 
zone-by-zone allocation reflected in Exhibit 151 (S-3) should 
be used in this case as a basis to determine the proper 
level for the WS rate? 

A. 20 Yes, depending on the rate of return that the Com- 
mission may find for this service, I believe it would be 
proper to assign costs to it on the basis of this type of 
zone allocation. 

Q. 21 Why do you think Texas Eastern’s failure to make 
this kind of allocation in a certificate case is improper? 

A. 21 While ordinarily I realize that a rate may not have 
to be determined as fully in a certificate case as in a rate 
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case, here Texas Eastern is attempting to dedicate the 
Leidy storage field to the WS service and to take away from 
its existing customers a portion of the Oakford Storage 
Field previously used for the benefit of such other custo- 
mers. As I have said before, I do not think it is proper to 
assign storage for the benefit of any particular type service. 
The benefits thereof should be assigned to all customers. 

The question of whether the Winter Service can be 
rendered at a rate in the range at which it has been pro- 
posed depends 
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primarily upon whether storage can properly be so dedi- 
cated and taken away from other customers. Accordingly, 
it seems in the public interest that that question be resolved 
now before the facilities are installed. 

I also think that consideration of the normal rate case 
allocation is indispensible for a thorough resolution of that 
question in order not only to protect the existing customers, 
but further to protect potential WS customers from being 
misled as to the costs they might reasonably experience 
in the future. 

Q. 22 Your Exhibit is based on a 6.75% rate of return. 
Have you determined what the average cost of Winter 
Service would be on this allocation basis at 6% rate of 
return? 

A. 22 Yes, Exhibit 152 (S-4) shows such rates. It shows 
that at 6% rate of return, using the allocation methods 
which I am supporting in this case, the zone B WS average 
cost would be 68.38¢, for Zone C the average cost would 
be 77.09¢, and for Zone D the average cost would be $1.0488. 

Q. 23 Does this mean that you disagree with Texas 
Eastern’s premise that the WS rate should be uniform 
throughout all of Texas Eastern’s rate zones? 

A. 23 Yes. I think the WS rates should be zone rates— 
for the same reasons that I believe all other rates should 
be based 
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upon the cost of rendering service to each particular zone 
which cost should in turn be based on a proper zone-by-zone 
cost allocation without segregation of storage or any other 
facilities for any particular service. 

Q. 24 Your study indicates that the WS Zone B average 
cost is approximately the same as Texas Eastern’s pro- 
posed uniform WS rate, that the WS Zone C should be 
approximately the same as the Staff’s proposed uniform 
WS rate, and that the WS Zone D rate should be sub- 
stantially higher than either Texas Eastern’s or the Staff’s 
proposed uniform rate. Would you comment on that? 

A. 24 This simply confirms that Zone D WS customers 
are the ones whom Texas Eastern seeks primarily to favor 
by its attempted preemption of storage for WS. All other- 
customers, including the proposed WS customers in Zones 
B and C, are required under Texas Eastern’s and the 
Staff’s proposed uniform rates to bear costs properly as- 
signable to this peak type service in Zone D. 

Q. 25 Would you please continue your explanation of 
Exhibit 152 (8-4)? 

A. 25 In order to permit a ready comparison with all of 
Texas Eastern’s filed rates with allocated costs, I have 
shown the currently effective G-18841 DCQ and GS rate 
levels; the 
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cost of gas under the GS rate at the load factor of the WS 
sales; the Staff’s proposed WS rate; the unit cost devel- 
oped using the G-12706 allocation basis at 6.75% rate of 
return, 6.32% rate of return, and 6% rate of return; and 
in addition, the average unit cost based on the adjusted 
allocation method which I have recommended at 6.75% rate 
of return, 6.32% rate of return, and at 67% rate of return. 

Q. 26 What is your purpose in showing the average unit 
cost at 6.32% rate of return? 

A. 26 Texas Eastern’s Exhibit 9 indicates that the over- 
all rate of return anticipated for the year 1962 is 6.32%. I 
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have shown the average unit cost based on such rate of 
return in order to enable the Examiner and the Commis- 
sion to compare on the same rate of return basis, the cost 
of rendering Winter Service with the level of the existing 
rates for other classes of service. Thus, the WS average 
cost for Zone D at $1.07 compares with the G-18841 rates 
of $4.56 demand and 26¢ commodity applicable to the DCQ 
and GS services, or with the $1.30 average cost under the 
GS-D rate at 14.4% load factor. 

Q. 27 Do you have any other comments concerning this 
Exhibit? 

A. 27 Yes, I would like to point out that I have not at any 
point in my exhibits attempted to design rates. I have 
simply attempted to determine costs properly assignable to 
each zone and to the Winter Service within that zone. 
Accordingly, the rates which 
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I have shown are average rates, based on a mathematical 
translation of costs classified in accordance with Atlantic 
Seaboard Opinion No. 225 and allocated on a zone-by-zone 
basis without segregation of storage for the benefit of any 
particular class of service. The demand element repre- 
sents the monthly cost per Mcf of Peak Day Demand. 

Q. 28 Mr. Nissel has testified that he considers the At- 
lantic Seaboard method of classifying costs between de- 
mand and commodity improper in this case. Does your 
use of this method of classification mean you disagree with 
him? 

A. 28 No, sir. I agree with him that all fixed costs 
should be classified to demand and that to classify costs 
in accordance with the Seaboard method results in an 
under-allocation of costs to low load factor services, par- 
ticularly the Winter Service in this case. I have used the 
Seaboard method in this case because it is the method 
usually used by the FPC Staff, it is the method used by 
Texas Eastern in its G-12706 rate filing, and it results in 
the minimum allocation of costs to Winter Service. Actu- 
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ally although Texas Eastern used the Seaboard formula 
in the allocation of costs at G-12706, it adjusted the re- 
sults of such allocation in the design of its rates by design- 
ing the demand _rate to recover more than the allocated 
demand costs. Following this means of adjusting the Sea- 
board allocation would change the Zone D WS cost of $1.07 
at 6.32% rate of return to about $1.30 per Mef. 
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Q. 29 Mr. Stockhausen, you stated that in preparing 
your exhibits you have accepted the costs and sales volumes 
which Texas Eastern is relying upon in this case. Does 
the use of such data by you indicate that you agree with 
such figures? 

A. 29 No, it definitely does not. I have used such figures 
in order to present a cost allocation comparable to the data 
relied upon by Texas Bastern in this case. However, I 
feel that the sales volumes are incorrect and that the cus- 
tomers’ estimates including that of Columbia, represent a 
more reliable estimate than does Exhibit 1 in this case. In 
addition, there are many inconsistencies in Texas Eastern’s 
exhibits and their presentation which were brought out in 
cross-examination. However, I have not attempted to re- 
state their basic cost of service. 

Q. 30 Do you believe that there is any practical basis in 
the method used by both Texas astern and the Staff in 
arriving at their respective WS rates of 68.3¢ and 74.6¢? 

A. 30 No. The cost studies presented by both Texas 
Eastern and the Staff are unrealistic in that they are 
neither based on the incremental approach frequently used 
in certificate cases, such as is reflected in Mr. Nissel’s Ex- 
hibit No. 145 (N-4) nor on the zone-by-zone allocation ap- 
proach normally employed in rate-making proceedings for 
a pipeline of this type as reflected in my Exhibit No. 151 
(S-3). 
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I fully agree with Mr. Nissel’s testimony concerning 
the allocation of Zone D costs to Zone C sales and with the 
adjustments he has made in the allocation factors; however, 
even with these adjustments the studies of Texas Eastern 
and the Staff, in my opinion are of no value because they 
are predicated on an unsound premise: segregation of 
storage. 

I believe that such studies were designed simply to ar- 
rive at a predetermined end result, that is, rates in the 
range of 66.3¢ and 75¢ suggested by Texas Eastern and 
the Staff, respectively, for the temporary WS sales for 
the 1959-60 period. I think this is confirmed by the fact 
that the 74.6¢ rate now proposed by the Staff is so close 
to the 75¢ Commission temporary rate of last winter, not- 
withstanding the added $42,500,000 of construction costs 
which should be reflected in the new proposed rate. 

In my opinion the only studies upon which the WS rate 
herein can properly be determined are either the incre- 
mental study presented by Mr. Nissel at Exhibit 145 (N-4a) 
or the zone-by-zone cost allocation I have presented at 
Exhibit 151 (S-3). 

Q. 31 Have you made or prepared any studies concerning 
the WS rate of Algonquin Gas Transmission Company? 

A. 31 No, because the Algonquin rate is predicated upon 
the availability of Texas Eastern’s Winter Service at the 
proposed rate level. If the WS rate of Texas Hastern is 
substantially increased to the level indicated in my Exhibit 
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No. 151 (S-3), I presume the Commission would increase 
the Algonquin rate accordingly and, by the same token, 
should the certificate for Texas Eastern’s WS rate be 
denied, I assume the Algonquin certificate would likewise 
be denied. 

Q. 32 Do you have any further comments concerning 
the proposed Winter Service? 
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A. 32 Yes. I believe the underlying theory of this pro- 
posed long-term poor load factor sale is contrary to sound 
industry planning. I doubt that the industry can prosper 
and the public interest be served if facilities are installed 
costing some $46,000,000, to provide sales at 16% load 
factor (or less), with an incremental cost of $1.10 per Mef, 
while the rate to be charged is merely 68¢ to 75¢. Obvi- 
ously, someone has to pick up the difference, either the 
supplier or its other customers, and our historical expe- 
rience so far is that we, as other customers, have to do so. 

Moreover, it seems to me that in the long run the broad 
public interest can hardly be served by constructing facili- 
ties for a service so marginal that it can only be served by 
the preferential preemption of low cost facilities. Once 
facilities for such a marginal market are installed, there 
is a definite tendency on the part of the supplier and the 
Commission to classify and allocate costs in such a manner 
as to shift costs from such marginal markets to other 
customers. I think this is evident from Texas Hastern’s 
filed zone rates, 
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which are admittedly not based on costs. The result is 
that while Texas Eastern admittedly sets its rates to our 
companies in the Appalachian area at a level considerably 
higher than can be justified on a pure cost basis, it makes 
a determined effort to keep its rates ‘‘promotional”’ in the 
seemingly marginal natural gas areas of New York, New 
Jersey, and New England. The proposed Winter Serv- 
ice Rate in Zone D is simply the latest instance of such 
determined effort. 

Q. 33 What is your conclusion as to the proposed WS 
rate and service? 

A. 33 My conclusion is that the WS rate proposed by 
Texas Eastern for WS sales in Zone D particularly is un- 
duly discriminatory to Ohio Fuel and Manufacturers and 
that the service is not economically feasible at the pro- 
posed rate or at any rate lower than $1.05 per Mcf. This 
conclusion as to undue discrimination is based on many 
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factors but primarily on the fact that the proposed WS 
rate is predicated on preemption of relatively low-cost 
storage facilities for WS, while DCQ and other regular 
customers are relegated to rates based on the higher-cost 
pipeline flow facilities. The conclusion that the service is 
not economically feasible rests on my opinion, based on 
the testimony of the market witness herein, that most, if 
not all of the prospective WS customers, want WS only if 
they can obtain it at a rate which cannot be justified as 
just and reasonable and not unduly discriminatory or pref- 
erential. Accordingly, 
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if here authorized on a lower rate standard, it would ulti- 
mately be subject to material increase in a rate case, in 
which event the demand for the service would not exist, 
and the WS customers would either have to pay for a serv- 
ice which they didn’t want, or other customers would have 
to subsidize them or pay for unused facilities. 


/s/ Jenome L. SrocKHavsEN. 
Sworn to before me this 2nd day of June, 1960. 
/s/ Cuanues B. Starexurs, 


Notary Public, State of New York. 
Commission expires March 30, 1961. 
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as lected in Exhibit 133 to Properly Reflect Federal In T: 
Texas Eastenn—Adjustment of Cost of Service Sr ae om te Show Bilect of 6% Rate me, ‘axes and Credit for Hope Transportation Revenues 
(1) (3) (4) (5) (6) (9) (10) (11) (12) (13) (14) (15) 
z Total Cost of Service Storage Texas Zone A Zone B 
tine Title Demand Commodity Demand Commodity Commodity Demand Commodity Demand Commodity Demand = Commodity 
$ $ $ $ $ $ $ $ $ 


1 Total Texas Eastern Cost of Service 
80,373,075 190,422,317 2,711,768 2,874,965 17,227,77 116,817,328 10,210,580 11,587,207 5,745,178 13,538, 16,556,220 


3 Adjustments to Properly Reflect F.L-T. 
Line 23 of Exhibit 133 13,005,633 13,005,631 646,340 646,339 2,325,490 2,325,490 1,068,773 2,080, 2,080 ,689 


Sub 
rtioned on 
Add ELT, Appot a 13,005,632 13,005,632 687,528 687,527 2,268,976 2,268,976 1,042,800 ,030, 2,030,124 


Adfyennes from Hope Tra, Service 
9 


10 Adjusted Cost of Service @ 674% Return 2,752,956 2,916,153 116,817,328 10,154,066 4,428, 606 7. 13,488,029 ,505, 102, 11,461,705 


Adjustments to Reflect 6% Rate of Return 

ae ee 121,130 ce = 7 7 183,703 357,634 753,666 

u Reduetion in Return. . : 131,224 = = 199,012 387,437 387, u16°470 514807 
13 Total Reduction. bes 252,354 = — 1729 382,7 745,071 745,069 1,570,135 990, 187 
Tt Adjusted Cost of Service @ 6.00% Return. ... 636 2,500, 602 17,227,772 116,817,328 9,321,337 10,697, 964 4,045,891 12,742,958 15,760, 18,509,614 21,532,474 10,471,518 


4 
5 
6 
7 
8 
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Exuzsrr 150 
Texas Eastern—Development of Average Unit Costs for Firm Service and Proposed Winter Service Based on Allocation Methods Tsai 


at Docket G-12706, Statement IJK 
Year 1962 


(1) (2) 


Line 
No. Zone and Rate Schedule Demand 


Mef 


200, 152 


98,989 
15.8805523 
15,720 


920 ,481 
0.5279848 
4,860 


1,058,724 
29° 606! 6069608 
313,456 
133,500 
2,411,846 
334,036 


(3) 


Sales Volumes 


Commodity 
Mef 

61,181,994 

14,702,879 


5.3132451 
781,200 


335,728,901 
0.0850865 
285,660 


230,580, 531 
7. 1455768 
16,476,309 
11,000,000 
653, 194,305 


17,543,169 


(4) 


Demand 


$ 


2,628,357 


2,736, 183 
434,521 


34,854,826 
184,028 


35,934,422 
10,639,090 

3,439,098 
79,592,886 


(5) 


Cost of Service 
Commodity 
$ 


12,278,880 


3,806, 108 
202,228 


97 ,381 ,582 
82,859 


73,359, 200 
5,241,938 
2,816,361 

189,642,131 


(6) @™ 


Monthly 


beet nak 
Mcf of Peak 
Total Day Demand 


$ $/Met 


14,907,237 1.094 


6,542,291 
636 , 749 


132,236 , 408 
266 , 887 


109 , 293,622 
15,881 ,028 
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Texas EASTERN TRANSMISSION CORPORATION 
Allocation of Cost of Service (at 634% Rate of Return) to Zones Based on Docket G-12706 Statement LJK-2 
Year 1962 
(D) (E) (F) (G) @®) 6) (J) (®) q@) (M) @W) (0) 
Allocation Volumes Allocated Cost of Service 


(15.025 peia) Total Cost of Service Unit Costs Zone A Zone B Zone C Zone D 
Peak Annual Commodity ar a Commncatiy Cena ar sat pees naar Tae ery omar 


(B) (C) 


i Demand 
Mcef Mef $ $ $/Mcf ¢/Mcf 


227 ,681 1.1375421 15.9398156 227,681 9,752,297 
§81,012/311 5 18. 4273257 809,752 2,709,347 7,529,740 61,865,858 8,660,599 42,489,826 


61,181,994 4,428,606 2,400,676 2,526,583 
417,711,616 


Transfe 
2) Zone B. 98,989 14,702,879 1,803,217 


3) Transferred to Zone C 


26,179,338 31,580,718 


25,956,000 28,166,789 
$36 


8 8283 8 NBRER 


123,214 172,329 1,145,748 3,935,006 1,317,823 2,702,585 166,171 


34 Total Cost of Service 7 189,642,131 2,628,357 12,278,880 2,736,183 3,806,108 34,854,826 97,381,582 35,934,422 73,359,200 3,439,098 
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Texas Eastern TRANSMISSION CORPORATION 
Allocation Determinants Based on Docket G-12706, Statement UK 
(Mef @ 15.025 paia) 
Year 1962 
@) (C) (D) (E) ®) 


Peak Volumes 
Zone A Zone B Zone C Zone D Zone A 


200,152 98,989 920,481 1,058,724 230, 580,531" 
1,015,652 1,310,187 | 624,706 = = 


= = 11,650,000 
= = 11,000,000 


lsd eta Way aoee es ee eat ae Hed Aen S 
1,215,804 1,409,176 1,545,187 417,711,616 253,230,531 


1,215,804 1,015,652 1,310,187 417,711,616 204,397,180 
- 393,524 — — - 


37,833,351 
11,000,000 


ia ee LN ees 
417,711,616 496,689,622 7 253, 230,531 


pie Ses 
ae Eee 1,304,991 Mef Winter Storage—on an annual basis this gas is already reflected under salee—regular and should not, therefore, be assigned transportation or 
oO wice. 
3Per . No. 8—increase in inventory between 5/1/62 and 11/1/62. 
3 Total storage input of 39,285,662 Mcf shown at Exhibit 1, page 2, line 5, column N, less increase in Leidy inventory of 11,650,000 Mcf. 
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Exurrr 151 


Easrern—Development of Average Unit Costs for Firm Service and Proposed Winter Service Based on 634% Rate of Return and Alloca- 
tion Methods Used at Docket No. G-12706 Adjusted to Properly Apportion Storage Costs and Benefits to all Classes of Service 


Year 1962 
2: 3 
(1) (2) (3) (4) (5) (6) 1) Gait Conta (9) 


Monthly 
Mef of 
Sales Volumes Cost of Service Peak Da: 
Zone and Rate Schedule Demand Commodity Demand Commodity Total Demand: Commodity Average 
Mef Mef $ $ $ $/Mcf ¢/Mef ¢/Mcf 


200,152 61,181,994 2,092,834 12,560,204 14,653,128 0.871 20.529 23.950 


98,989 14,702,879 2,246,505 3,701,737 5,948, 242 1.891 25.177 40.456 


5 15.8805523 5.3132451 
6 S 15,720 781,200 356,757 196,682 553,439 70.845 


920,481 335,728,901 28,269,162 95,016,743 123,285,905 < 36.722 


0.5279848 0.0850865 
4,860 285,660 149, 257 80,846 230,103 


1,058,724 230,580,531 42,693,056 78,314,346 121,007,402 
29.6069608 _7.1455768 
313,456 16,476,309 12,640,116 5,596,012 18,236,128 
133,500 11,000,000 4,291,329 49,011 4,340,340 
2,411,846 653,194,305 79,592,886 189,642,131 269,235,017 


334,036 17,543,169 
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Texas EasTern TRANSMISSION CORPORATION 


i t of Servi t 6 Rate of Return) to Zones Based on Methods Used at Docket G-12706 Adjusted to Properly 
atocsenas Se= sa jtcdearood Storage and Benefits to all Classes of Service 


Year 1962 
(2) @) 6) ) @) ©) ao) ay) (12) (13) oF Saas 
i Allocated Coat of Service 
Allocation Volumes 
u 7 Zone A Zone B Zone 7 Zone D 
me 16-005 nual i haa Corsodity Demand n° Commodity Demand Commodity Demand Commodity Demand —- 
$ $/Mci  ¢/Mef $ 3 $ $ ‘ : . 


35 


1 , 752,297 
ss1012'311 7,000 1802238 184278087 cues “999,752 2,700,347 7,520,740 61,865,858 8,660,599 42,480,826 


61, 181,994 
355,077,311 


416 , 259,305 


CORN AQ AbhWh- 


355,077,311 12,945,979 
14,702,879 13,488,029 


D 
’ ’ 


495 ,237,311 26,434,008 13.3728376 


25,110,244 
20,079,752 19,688,756 31,655,028 


2,112,705 566,309,432 45,189,996 


1,192,224 230,580,531 25,501,240 
724 230,580,531 11,461,705 13,050 riieciak: Aiea eee 


1,192,224 230,580, 
BAIT BH 6541400205 3"7GR 966 “B"OIOLIOS 11414310 203,460 (272,509 112,980 65,800 1,050,666 1,405,857 1,208,400 1,088,177 _ 169,361 S,0) 


2,411,846 642,194,305 79,592,886 189,642,131 2,092,834 12,560,204 2,246,505 3,701,737 28,269,162 95,016,743 42,693,056 78,314,346 4,291,329 49,011 
5 , , , , if ts 
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Texas EASTERN TRANSMISSION CORPORATION 
Allocation Determinants Based on Methods Used at Docket G-12706 Adjusted to Properly Apportion Storage Costs and Benefits to all Classes of Service 
(Mef at 15.025 psia) 


Year 1962 
Peak Volumes Annual Volumes 
Zone D 


Zone C Zone D X-28 Total Zone A Zone B Zone C X-28 Total 


133,500 2,077,810 61,181,994 13,921,679 214,104,222 11,000,000 635,651,136 
— 334,036 — 781,200 285,660 17,781,300 - 18,848, 160 
14,702,879 231,885,522 11,000,000 654,499,296 

= (1,304,991) _ (1,304,991 

— (11,000,000) (11,000,000 


61,181,994 14,702,879 230,580,531 _ 642,194,305 
355,077,311 480,534,432 _ 


2,112,705 416,259,305 495,237,311 230,580,531 


From U 1,877,705 355,077,311 230,580,531 
From Ur 393 — ; — = 


nited-Kosciusko.... 


ie 140 , 160,000 
From Texas Gas-Lebanon....... _— 


1,976,694 2,112,705 230, 580,531 


1 On an annual basis this gas is already reflected under sales—regular and should not therefore be assigned transportation or cost of gas twice. 
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Exarsrr 152 


Texas EasTERN—Statement Showing Filed Rate Levels, FPC Staff Winter Service Rate, and Unit Costs of Service Resulting From Cost Allocations 
at 6.75%, 6.32% and 6.0% Rates of Return 
(8) (9) (10) (11) 


(1) (2) (3) (4) (5) ' 6) (7) 
Filed G-18841 Rate Levels and Unit Costs Using G—12706 Allocation 
Pro WS Rate at Unit Costs Using G-12706 sa ey to Properly. Apportion 
torage Costs and Benefits 


G-18969 Allocation 
Cost of GS Gas at WS L.F. FPC Staff 

ws A Pro: At6.75%  <At632% At 6.0% At6.75% At 6.32% At 6.0% 

wD Return Return Return Return 


Line te verage 
No. Zone and Schedule Load Factor Cost WS Rate Return Ret 
% $ $ $ $ $ $ 


.871 834 - 806 


1.842 
2495 
6945 


STORAGE FIELD 


GAS PURCHASE 


ADQ: 174,000 MCFD 
Annual: 63,500, 000 MCF 


26,000 MCFD 


Pipeline Capacity 174,000 MCFD 
1000 Mile Pipeline 


GAS SALE 
ustomer 
MDQ: 100,000 MCFD 
Annual; 36, 500,000 MCF 
Load Factor: 100% 


SCHEMATIC DIAGRAM GAS SALE 
GS Customer 
TYPICAL 1000 MILE PIPELINE SYSTEM MDQ: 100,000 MCFD 
Annual; 27,000, 000 MCF 
DIAGRAM - 3 Load Factor: 74% 


‘ON HQIUXa 


SS 


6968T-D “ON 38990q 


ite 19 ¢ 


. ‘STORAGE FIELD ° 
MDQ: 26, 000 MCFD 
- 100 Days Use of MDQ 
GAS PURCHASE Winter Season: 5 
ADQ: 74,000 MCFD "| 2,600,000 MCF .° 
Annual: 27,000,000 MCF | = 6 ee 


city 74,000 MCFD 
1000 Mile Pipeline 


GAS SALE 
pe 
GS Customer. 
MDQ: 100,000 MCFD 
Annual: 27,000,000 MCF 
Load Factor 74% 


SCHEMATIC DIAGRAM 
TYPICAL 1000 MILE PIPELINE SYSTEM 


DIAGRAM - 4 


‘ON HQIUXA 


1839 ‘g9681-D ‘ON 194900 


_*STORAGE FIELD 
MDQ: 20, 000 MCFD 
100 Days Use of MDQ 


GAS PURCHASE * Winter Season: 


ADQ: 74,000 MCFD +. 2,000, 000 MCF 
Annual: 27, 000, 000 MCF ee 


80, 000 MCFD 
1000 Mile Pipeline 


GAS SALE 
GS Customer 
MDQ: 100,000 MCFD 
Annual: 27, ie 000 MCF 
SCHEMATIC DIAGRAM 
TYPICAL 1000 MILE PIPELINE SYSTEM 


DIAGRAM - 5 
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‘ wreconern 
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Texas Hastern TRANSMISSION CORPORATION 
FPC Gas Tariff, Second Revised Volume No. 1 
First Revised Sheet No. 29 
Superseding Original Sheet No. 29 


Rate Scxzpute DCQ-C 
Contract Quantity Service—Zone C 


1. Avamasnuiry 


Subject to the provisions of Section 2 of the General 
Terms and Conditions, this Rate Schedule is available 
for the purchase from Texas Eastern Transmission Cor- 
poration (hereinafter called Seller) of natural gas by any 
distributing or pipeline company (hereinafter called 
Buyer): 


(a) Which will take delivery of gas at a point on Sell- 
er’s certificated pipeline system between: 


(i) The Illinois-Indiana state line and the suc- 
tion side of Station Site No.22 near Rock- 
wood, Pennsylvania) ; 

(ii) The Tennessee-Kentucky state line and the 

terminus of Seller’s 30” pipe line at Sta- 
tion No. 21A (near Connellsville, Penn- 
sylvania) ; 
The discharge side of Station 21A (near 
Connellsville, Pennsylvania) on Seller’s 
30” Oakford Storage Line and the terminus 
of that line on the suction side of Oakford 
Storage Station (near Jeannette, Pennsyl- 
vania); and 


(b) Which has executed a Service Agreement in the 
form contained in the FPC Gas Tariff of which 
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this Rate Schedule is a part wherein Buyer may 
purchase and Seller is obligated to deliver: 


(i) An annual quantity of natural gas which 
shall be specified in the Service Agreement 
as the Annual Contract Quantity; and 

(ii) A maximum daily quantity of natural gas 
which shall be equivalent to %es of the 
Annual Contract Quantity and which shall 
be specified in the Service Agreement as 
the Maximum Daily Quantity. 


9. APPLICABILITY AND CHARACTER OF SERVICE 


This Rate Schedule shall apply to all gas sold and de- 
livered to Buyer hereunder on a firm basis. 

Daily deliveries of natural gas requested by Buyer 
hereunder up to the Maximum Daily Quantity shall be 
considered firm gas and shall 


ee @ 


Issued by: I. D. Bufkin, Manager of Rates 
Issued on: January 31, 1955 
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not be subject to curtailment or interruption except 
as provided in Section 12 of the General Terms and 
Conditions, but on account of variations due to the 
inability of either Seller or Buyer to maintain more 
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precise control, deliveries on such days that Buyer re- 
quests not less than 96% of the Maximum Daily Quantity, 
may be subject to an allowable variation of not more 
than 4% either above or below said Maximum Daily 
Quantity. 

Buyer’s dispatchers shall advise Seller from time to 
time of the daily quantities desired and the daily quanti- 
ties of natural gas so requested shall be taken at sub- 
stantially constant hourly rates. 

In the event that Seller is unable to maintain agreed 
uniform pressure so that Buyer is not able to take sub- 
stantially constant hourly deliveries throughout a day, 
Buyer in such event shall not be obligated under the fore- 
going paragraph to purchase and receive from Seller gas 
at a higher hourly rate during the last 12 hours of such 
day than the average hourly rate of delivery during the 
first 12 hours of such day. 


3. RaTE 


Demand Charge: $3.81 per MCF of Billing Demand, 
per month. 


Commodity Charge: 26.0¢ per MCF delivered. 


4. Mrxrmum Morrsty Brit 


The minimum Monthly Bill payable hereunder shall 
consist of the Demand Charge plus a Minimum Commod- 
ity Charge equal to 26.0¢ multiplied by the number of 
days in said month multiplied by 75% of the Maximum 
Daily Quantity specified in the Service Agreement. 


5. DETERMINATION OF BrLtinc DEMAND 


The Billing Demand for each month shall be the Maxi- 
mum Daily Quantity specified in the Service Agreement 
for Zone C. 


$243 


6. DEMAND CHARGE ADJUSTMENTS 
6.1 For ALLOWABLE VaxkiaTIONS 


At the end of each billing month there shall be 
determined the net amount of surplus or deficiency 
in deliveries of 


ee? 
Issued by: I. D. Bufkin, Manager of Rates 
Issued on: May 29, 1959 
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1. AvarLaBILiTY 


Subject to the provisions of Section 2 of the General 
Terms and Conditions, this Rate Schedule is available 
for the purchase from Texas Eastern Transmission Cor- 
poration (hereinafter called Seller) of natural gas by 
any distributing or pipeline company (hereinafter called 
Buyer) : 


(a) Which will take delivery of gas at a point on 
Seller’s certificated pipeline system between: 


(i) The Tiinois-Indiana state line and the suc- 
tion side of Station Site No. 22 (near Rock- 
wood, Pennsylvania) ; 
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(ii) The Tennessee-Kentucky state line and the 
terminus of Seller’s 30” pipe line at Sta- 
tion No. 21A (near Connellsville, Pennsyl- 
vania) ; 

(iii) The discharge side of Station 21A (near 
Connellsville, Pennsylvania) on Seller’s 
30” Oakford Storage Line and the terminus 
of that line on the suction side of Oakford 
Storage Station (near Jeannette, Penn- 
sylvania) ; and 


(b) Which has executed a Service Agreement in the 
form contained in the FPC Gas Tariff of which 
this Rate Schedule is a part, wherein Buyer may 
purchase and Seller is obligated to deliver ; 


(i) An annual quantity of natural gas which 
shall be specified in the Service Agree- 
ment as the Annual Contract Quantity; 
and 

(ii) A maximum daily quantity of natural gas 
which shall be equivalent to 1/270th of the 


Annual Contract Quantity and which shall 
be specified in the Service Agreement as 
the Maximum Daily Quantity. 


2. APPLICABILITY AND CHARACTER OF SERVICE 


This Rate Schedule shall apply to all gas sold and de- 
livered to Buyer hereunder on a firm basis. 

Daily deliveries of natural gas requested by Buyer 
hereunder up to the Maximum Daily Quantity shall be 
considered firm gas and shall not be subject to curtail- 
ment or interruption except as provided in Section 12 
of the General Terms and Conditions, but on 


Issued by I. D. Bufkin, Manager of Rates 
Issued on: January 31, 1955 
Effective: March 3, 1955 
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account of variations due to the inability of either Seller 
or Buyer to maintain more precise control, deliveries on 
such days that Buyer requests not less than 96% of the 
Maximum Daily Quantity may be subject to an allowable 
variation of not more than 4% either above or below said 
Maximum Daily Quantity. 

Buyer’s dispatchers shall advise Seller from time to 
time of the daily quantities desired and the daily quanti- 
ties of natural gas so requested shall be taken at constant 
hourly rates of flow as far as practicable. 


3. Rate 


Demand Charge: $3.81 per MCF of Billing Demand, 
per month. 
Commodity Charge: 26.0¢ per MCF delivered. 


4. Muxsiaum Montazy Bru 
The Minimum Monthly Bill payable hereunder shall 
consist of the Demand Charge. 


5, Derermination of Baise DEMAND 


The Billing Demand for each month shall be the Maxi- 
mum Daily Quantity specified in the Service Agreement 
for Zone C. 


6. Dexivery ScHEDULE or Quantities or Narurar Gas 
6.1 Devetopment Pexrop 


For four consecutive periods, the first of which shall 
commence immediately following the Interim Pe- 
riod and extend to the next succeeding September 
first, and the last three of which shall be the next 
succeeding twelve-month periods following said 
September first, a Buyer which is: 


(a) a newly constructed gas distribution system; 


Issued by: I. D. Bufkin, Manager of Rates 
Issued on: May 29, 1959 
Effective: December 1, 1959 
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1. AvamaBILITY 


Subject to the provisions of Section 2 of the General 
Terms and Conditions, this Rate Schedule is available 
for the purchase from Texas Eastern Transmission Cor- 
poration (hereinafter called Seller) of natural gas by 
any distributing or pipeline company (hereinafter called 
Buyer) : 
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(a) Which will take delivery of gas at a point on Sell- 
er’s certificated pipeline system between: 


(i) The Illinois-Indiana state line and the suc- 
tion side of Station Site No. 22 (near Rock- 
wood, Pennsylvania) ; 

(ii) The Tennessee-Kentucky state line and the 
terminus of Seller’s 30” pipeline at Sta- 
tion No. 21A (near Connellsville, Pennsyl- 
vania) ; 

(iii) The discharge side of Station 21A (near 
Connellsville, Pennsylvania) on Seller’s 
30” Oakford Storage Line and the termi- 
nus of that line on the suction side of Oak- 
ford Storage Station (near Jeannette, 
Pennsylvania) ; and 


(b) Whose Maximum Daily Quantity does not exceed 
5,000 MCF; 

(c) Which purchases from Seller all of the gas require- 
ments of the integrated gas system into which the 
delivery is to be made, except for such gas as may 
be locally produced for such system; and 

(a) Which has executed a Service Agreement in the 
form contained in the FPC Gas Tariff of which 
this Rate Schedule is a part, wherein Buyer may 
purchase and Seller is obligated to deliver a vol- 
ume of natural gas up to the quantity designated 
as the Maximum Daily Quantity. 


9. APPLICABILITY AND CHARACTER OF SERVICE 


This Rate Schedule shall apply to all gas sold and de- 
livered to Buyer hereunder on a firm basis. 

Deliveries to Buyer hereunder, up to the Maximum 
Daily Quantity, 


Issued by: I. D. Bufkin, Manager of Rates 
Issued on: May 10, 1957 
Effective: November 10, 1957 
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shall be considered firm gas and shall not be subject 
to curtailment or interruption except as provided in 
Section 12 of the General Terms and Conditions. 


3. Rate 


50.5¢ per MCF of natural gas delivered during the 
month. 


4. Minruum Montauy Bitu 


The minimum monthly bill shall be $3.81 per MCF 
times the largest quantity of gas taken on any day 


during the month, but not less than 60% of the largest 
quantity of gas taken on any day during the twelve- 
month period ending with the last day of the current 
billing month. 


5. UnautuHorizeD Over-Run Gas 


Gas taken by Buyer in excess of the Maximum Daily 
Quantity shall be considered as unauthorized over-run 
gas. In the event such unauthorized over-run exceeds 
4% of the Maximum Daily Quantity or 200 MCF in 
any day, whichever is greater, Buyer shall pay the 
following penalties for all such unauthorized over-run 
gas in addition to all other charges payable by Buyer 
hereunder: 


$5.00 per MCF for all gas taken in excess of 102% 
of the Maximum Daily Quantity up to 105% of the 
Maximum Daily Quantity; 
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$10.00 per MCF for all gas taken in excess of 105% 
of the Maximum Daily Quantity. 


This penalty shall not apply where Buyer requests 
that Seller set its flow control valves at not in excess 
of 100% of the Maximum Daily Quantity. In the event 
any employee, agent, or representative of Buyer changes 
Seller’s flow control valves, this exception to the ap- 
plication of the penalty shall be automatically eliminated. 


6. ApsusTMENT For Heatinc VALUE 


In the event the average total heating value of the 
gas delivered to Buyer in any month is less than 1,000 
British Thermal Units per cubic foot, the total charges 
for such month shall be decreased in the percentage 
by which the average total heating value of such gas 
is less than 1,000 British Thermal Units per cubic foot. 


Issued by: I. D. Bufkin, Manager of Rates 
Issued on: May 29, 1959 
Effective: December 1, 1959 
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1. AvarLaBILITy 


Subject to the provisions of Section 2 of the General 
Terms and Conditions, this Rate Schedule is available 
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for the purchase from Texas Eastern Transmission 
Corporation (hereinafter called Seller) of natural gas 
by any distributing or pipeline company (hereinafter 
called Buyer) : 


(a) Which will take delivery of gas at a point on the 
pipeline system of Seller: 


(i) Beyond the discharge side of Station Site 
No. 22 (Near Rockwood, Pennsylvania) ; 
or 

(ii) Between Delmont Station (near Oakford 
Storage Field) and Compressor Station 
No. 26 (near Lambertville, New Jersey) ; 
and 


(b) Which has executed a Service Agreement in the 
form contained in the FPC Gas Tariff of which 
this Rate Schedule is a part, wherein Buyer may 
purchase and Seller is obligated to deliver: 


(i) An annual quantity of natural gas which 
shall be specified in the Service Agreement 
as the Annual Contract Quantity; and 

(ii) A maximum daily quantity of natural gas 
which shall be equivalent to 1/365th of 
the Annual Contract Quantity and which 
shall be specified in the Service Agreement 
as the Maximum Daily Quantity. 


2. APPLICABILITY AND CHARACTER OF SERVICE 


This Rate Schedule shall apply to all gas sold and 
delivered to Buyer hereunder on a firm basis. 

Daily deliveries of natural gas requested by Buyer 
hereunder up to the Maximum Daily Quantity shall be 
considered firm gas and shall not be subject to curtail- 
ment or interruption except as provided in Section 12 
of the General Terms and Conditions, but on account of 
variations due to the inability of either Seller or Buyer 
to maintain more precise control, deliveries on such days 
that Buyer requests not less than 96% of the Maximum 
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Daily Quantity, may be subject to an allowable variation 
of not more than 4% either above or below said Maxi- 
mum Daily Quantity. 

Buyers dispatchers shall advise Seller from time to 
time of the daily quantities desired and the daily quanti- 
ties of natural gas so requested shall be taken at sub- 
stantially constant hourly rates. 


Issued by: I. D. Bufkin, Manager of Rates 
Issued on: January 31, 1955 
Effective: March 3, 1955 
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In the event that Seller is unable to maintain agreed 
uniform pressure so that Buyer is not able to take sub- 
stantially constant hourly deliveries throughout a day, 
Buyer in such event shall not be obligated under the 
foregoing paragraph to purchase and receive from Seller 
gas at a higher hourly rate during the last 12 hours of 
such day than the average hourly rate of delivery during 
the first 12 hours of such day. 


3. Rate 


Demand Charge: $4.56 per MCF of Billing Demand, 
per month. 


Commodity Charge: 26.0¢ per MCF delivered. 
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4, Mixsimum Monraty Bru 


The Minimum Monthly Bill payable hereunder shall 
consist of the Demand Charge plus a Minimum Com- 
modity Charge equal to 26.0¢ multiplied by the number 
of days in said month multiplied by 75% of the Maxi- 
mum Daily Quantity specified in the Service Agree- 
ment. 


5. DerERMINATION OF Birttinc DEemanpD 


The Billing Demand for each month shall be the Maxi- 
mum Daily Quantity specified in the Service Agreement 
for Zone D. 


6. Demanp CHarcE ADJUSTMENTS 
6.1 For ALLOWABLE VARIATIONS 


At the end of each billing month there shall be 
determined the net amount of surplus or defi- 
ciency in deliveries of gas within the allowable 
delivery variations above or below the Maximum 
Daily Quantity for each day on which Buyer re- 
quested delivery of not less than 96% of the 
Maximum Daily Quantity during such Billing 
Month. Buyer shall pay Seller for any net sur- 
plus so determined a demand charge of 15.0¢ 
per MCF times the amount of such net surplus 
in addition to the demand charge otherwise pay- 
able hereunder. Within the next succeeding bill- 
ing month Seller shall adjust any net deficiency 
so determined in gas, if possible, by offering to 
Buyer such quantities of gas as may be available 
for that purpose. If said net deficiency is not 
adjusted in gas within the time specified herein, 
the demand charge otherwise 


Issued by: I. D. Bufkin, Manager of Rates 
Issued on: May 29, 1959 
Effective: December 1, 1959 
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payable hereunder for the billing month in which 
such deficiency occurred shall be reduced by 15.0¢ 
per MCF times the net amount of any deficiency 
remaining unadjusted; provided that an offer of 
gas for such purpose by Seller, whether accepted 
by Buyer or not, shall reduce the net amount of 
deficiency for the purpose of determining whether 
any demand charge adjustment is to be made here- 
under, but in the event Buyer was unable to ac- 
cept the initial offer, Seller shall continue to offer 


gas within the time specified whenever gas is 
available for such purpose; provided further, that 
Seller may not offer gas in excess of 104% of the 
Maximum Daily Quantity for the purpose of ad- 
justing such net deficiency unless Buyer requests 
and Seller schedules quantities in excess of 104% 
of the Maximum Daily Quantity. 


For ImparMeEnT oF DELIVERIES 


If Seller, for any reason other than the allowable 
delivery variation, is unable to deliver during any 
one or more days in any month the quantity of 
natural gas Buyer required on such day or days 
up to the Maximum Daily Quantity then the total 
demand charge as otherwise computed hereunder 
shall be reduced by an amount which shall be 
equal to the sum of all such day’s deficiencies 
multiplied by 15.0¢ per MCF. 
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6.3 For UxaurHorizep Over-Run Gas 


If Buyer shall take quantities of gas in excess of 
104% of the Maximum Daily Quantity on any day 
except with consent of Seller to adjust a net de- 
ficiency in deliveries as provided in Subsection 
6.1, all gas taken in excess of 102% of said Maxi- 
mum Daily Quantity shall be considered as un- 
authorized over-run gas. Buyer shall pay the 
following penalties for all such unauthorized over- 
run gas in addition to all other charges payable 
by Buyer hereunder: 

$5.00 per MCF for all gas taken in excess of 

102% of the Maximum Daily Quantity up to 

105% of the Maximum Daily Quantity; 


$10.00 per MCF for all gas taken in excess of 
105% of the Maximum Daily Quantity. 


Issued by: I. D. Bufkin, Manager of Rates 
Issued on: May 29, 1959 
Effective: December 1, 1959 
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This penalty shall not apply when Buyer requests 
that Seller set its flow control valves at not in 
excess of the Maximum Daily Quantity, in which 
case Buyer shall pay a demand charge of 15.0¢ 
per MCF for all gas taken in excess of the Maxi- 
mum Daily Quantity in addition to the demand 
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charge otherwise payable hereunder. In the event 
any employee, agent, or representative of Buyer 
changes Seller’s flow control valves, this excep- 
tion to the application of the penalty shall be 
automatically eliminated. 


For all gas taken in excess of the Maximum Daily 
Quantity up to 102% of said Maximum Daily 
Quantity there shall be a charge of 15.0¢ per MCF 
in addition to all other charges payable here- 
under. Such excess gas shall be excluded in de- 
termining any net surplus or net deficiency in 
deliveries as provided in Subsection 6.1. 


7. Interim PERIOD 
7.1 ComMENCEMENT OF SERVICE 


During the period beginning on the date of initial 
delivery of natural gas by Seller to Buyer, and 
ending with the last day of the month in which 
Seller notifies Buyer that Seller is prepared to 
deliver the Annual Contract Quantity, Buyer shall 
pay Seller for all gas delivered to Buyer under 
this Rate Schedule at the rate of 41.0¢ per MCF, 
and the provisions of Sections 2, 3, 4, 5 and 6 of 
this Rate Schedule shall not apply to such deliv- 
eries. 


7.2 Increase iy Annvat Contract QuanTITY 


During the period beginning on the day on which 
Seller becomes obligated to deliver quantities of 
gas other than the Maximum Daily Quantity under 
the then effective Annual Contract Quantity pur- 
suant to a Service Agreement providing for an 
eventual higher Annual Contract Quantity and 
ending with the last day of the month in which 
Seller notifies Buyer that Seller is prepared to 
deliver the higher Maximum Daily Quantity under 
said higher Annual Contract Quantity, all gas de- 
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livered to Buyer on each day under this Schedule 
in excess of the Maximum Daily Quantity under 
the then effective Annual Contract Quantity 


Issued by: I. D. Bufkin, Manager of Rates 
Issued on: May 29, 1959 
Effective: December 1, 1959 
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shall be paid for by Buyer at the rate of 41.0¢ per 
MCF and the provisions of Sections 2, 3, 4, 5, 6 
and Subsection 7.1 of this Rate Schedule shall not 
apply to such excess quantity. 


8. ADJUSTMENT For Heatine VaLvE 


In the event the average total heating value of the gas 
delivered to Buyer in any month is less than 1,000 British 
Thermal Units per cubic foot, the total charges for such 
month shall be decreased in the percentage by which the 
average total heating value of such gas is less than 1,000 
British Thermal Units per cubic foot. 


9. Unrr or VoLumME 


See Section 5 of the General Terms and Conditions. 
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10. GeweraL TenMs anD ConDITIONS 


All of the General Terms and Conditions are appli- 
cable to this Rate Schedule and are hereby made a part 
hereof. 


Issued by: I. D. Bufkin, Manager of Rates 
Issued on: May 29, 1959 
Effective: December 1, 1959 
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1, AVAILABILITY 


Subject to the provisions of Section 2 of the General 
Terms and Conditions this Rate Schedule is available 
for the purchase from Texas Eastern Transmission 
Corporation (hereinafter called Seller) of natural gas 
by any distributing or pipeline company (hereinafter 
called Buyer) : 


(a) Which will take delivery of gas at a point on the 
pipeline system of Seller: 


(i) Beyond the discharge side of Station Site 
No. 22 (near Rockford, Pennslyvania) ; or 

(ii) Between Delmont Station (near Oakford 
Storage Field) and Compressor Station 
No. 26 (near Lambertville, New Jersey) ; 
and 
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(b) Which has executed a Service Agreement in the 
form contained in the FPC Gas Tariff of which this 
Rate Schedule is a part wherein Buyer may pur- 
chase and Seller is obligated to deliver 


(i) An annual quantity of natural gas which 
shall be specified in the Service Agree- 
ment as the Annual Contract Quantity; 
and 

(ii) A maximum daily quantity of natural gas 
which shall be equivalent to 1/270th of 
the Annual Contract Quantity and which 
shall be specified in the Service Agree- 
ment as the Maximum Daily Quantity. 


2. APPLICABILITY AND CHARACTER OF SERVICE 


This Rate Schedule shall apply to all gas sold and 
delivered to Buyer hereunder on a firm basis. 

Daily deliveries of natural gas requested by Buyer 
hereunder up to the Maximum Daily Quantity shall 


be considered firm gas and shall not be subject to 
curtailment or interruption except as provided in Sec- 
tion 12 of the General Terms and Conditions, but on 
account of variations due to the inability of either 
Seller or Buyer to maintain more precise control, de- 
liveries on such days that Buyer requests not less than 
96% of the Maximum Daily Quantity may be subject 
to an allowable variation of not more than 4% either 
above or below said Maximum Daily Quantity. 


Issued by: I. D. Bufkin, Manager of Rates 
Issued on: January 31, 1955 
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Buyer’s dispatchers shall advise Seller from time to 
time of the daily quantities desired and the daily quan- 
tities of natural gas so requested shall be taken at con- 
stant hourly rates of flow as far as practicable. 


3. Rave 


Demand Charge: $4.56 per MCF of Billing Demand, 
per month. 
Commodity Charge: 26.0¢ per MCF delivered. 


4.Mrsimum Moytaiy Bru 
The Minimum Monthly Bill payable hereunder shall 
consist of the Demand Charge. 
5, DererMiInation oF Brine DEMAND 


The Billing Demand for each month shall be the 
Maximum Daily Quantity specified in the Service Agree- 
ment for Zone D. 


6. Detivery SCHEDULE OF QUANTITIES OF Narurat Gas 
6.1 DeveLopMENT PERIOD 


For four consecutive periods, the first of which 
shall commence immediately following the Interim 
Period and extend to the next succeeding Sep- 
tember first, and the last three of which shall be 
the next succeeding twelve-month periods follow- 
said September first, a Buyer which is: 
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(a) a newly constructed gas distribution sys- 
tem; 

(b) a gas distribution system first converting 
from manufactured to mixed or straight 
natural gas; or 

(c) a newly constructed natural gas pipeline 
system rendering natural gas service for 
the first time, 


Issued by: I. D. Bufkin, Manager of Rates 
Issued on: May 29, 1959 
Effective: December 1, 1959 
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may elect as provided in Sub-Section 6.2 hereof 
a percentage of the Annual Contract Quantity, 
but in no event less than 30% thereof for the first 
such period (provided, that if such period shall 
cover less than twelve months, the percentage 
elected shall be further reduced in proportion to 
the reduction in months below twelve), nor less 
than 45% thereof for the second such period, nor 
less than 60% thereof for the third such period, 
nor less than 80% thereof for the fourth such 
period. At the end of such four consecutive 
periods, the Annual Contract Quantity and Maxi- 
mum Daily Quantity shall become effective for 
the balance of the term of the Service Agreement. 
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6.2 Execrep PercentacE ScHEDULE 


As soon as practicable prior to the beginning of 
the first such period described above and not later 
than the 1st of March thereafter, Buyer shall no- 
tify Seller of the percentage of the Annual Con- 
tract Quantity which Buyer elects pursuant to 
Sub-Section 6.1 hereof for each such period; pro- 
vided, however, that an elected percentage may 
be increased by mutual agreement in writing, 
whereupon the Billing Demand shall be increased 
proportionately, effective on the first day of the 
month in which such increase in elected percentage 
becomes effective. 


6.3 AnnvaL anp Montuty Quantrry ScHEDULE 


Buyer shall furnish to Seller a Delivery Schedule 
which shall specify by months the quantity of nat- 
ural gas which Buyer proposes to take in each 
month during a 12 month period, commencing 
with the month of September. Such Delivery 
Schedule shall be submitted to Seller by Buyer 
not later than March 1st of each year. At the 
end of the ninth month of each contract year 
Sellers shall notify Buyer of the aggregate quan- 
tity of natural gas taken by Buyer during such 
nine months’ period. 


7. Demanp CxarcE ADJUSTMENTS 


7.1 For ALLOWABLE VARIATIONS 


At the end of each billing month there shall be 
determined the net amount of surplus or deficiency 
in deliveries of gas within the allowable delivery 
variation above or below the 


Issued by: I. D. Bufkin, Manager of Rates 
Issued on: April 6, 1955 
Effective: June 1, 1955 
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Maximum Daily Quantity for each day on which 
Buyer requested delivery of not less than 96% 
of the Maximum Daily Quantity during such 
Billing Month. Buyer shall pay Seller for any 
net surplus so determined a demand charge of 
15.0¢ per MCF times the amount of such net 
surplus in addition to the demand charge other- 
wise payable hereunder. Within the next suc- 
ceeding billing month Seller shall adjust any net 
deficiency so determined in gas, if possible, by 
offering to Buyer such quantities of gas as may 
be available for that purpose. If said net de- 
ficiency is not adjusted in gas within the time 
specified herein, the demand charge otherwise 
payable hereunder for the billing month in which 
such deficiency occurred shall be reduced by 15.0¢ 
per MCF times the net amount of any deficiency 
remaining unadjusted; provided that an offer of 
gas for such purpose by Seller, whether accepted 
by Buyer or not, shall reduce the net amount of 
deficiency for the purpose of determining whether 
any demand charge adjustment is to be made 
hereunder, but in the event Buyer was unable 
to accept the initial offer, Seller shall continue 
to offer gas within the time specified whenever gas 
is available for such purpose; provided further, 
that Seller may not offer gas in excess of 104% 
of the Maximum Daily Quantity for the purpose 
of adjusting such net deficiency unless Buyer 
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requests and Seller schedules quantities in excess 
of 104% of the Maximum Daily Quantity. 


7.2 For Imparment or DELIVERIES 

If Seller, for any reason other than the allowable 
delivery variation, is unable to deliver during 
any one or more days in any month the quantity 
of natural gas Buyer required on such day or 
days up to the Maximum Daily Quantity then 
the total demand charge as otherwise computed 
hereunder shall be reduced by an amount which 
shall be equal to the sum of all such day’s de- 
ficiencies multiplied by 15.0¢ per MCF. 


7.3 For UnavrHorizep Over-Run Gas 


(a) If Buyer shall take quantities of gas in excess 
of 104% of the Maximum Daily Quantity on 
any day except with consent of Seller to ad- 
just a net deficiency in deliveries as provided 
in Subsection 7.1, all gas taken in excess of 
102% of said Maximum Daily Quantity shall 

Issued by: I. D. Bufkin, Manager of Rates 
Issued on: May 29, 1959 
Effective: December 1, 1959 
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be considered as unauthorized over-run gas. 
Buyer shall pay the following penalties for 
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all such unauthorized over-run gas in addition 
to all other charges payable by Buyer here- 
under: 


$5.00 per MCF for all gas taken in excess 
of 102% of the Maximum Daily Quantity 
up to 105% of the Maximum Daily Quan- 
tity; 

$10.00 per MCF for all gas taken in excess 
of 105% of the Maximum Daily Quantity. 


This penalty shall not apply when Buyer re- 
quests that Seller set its flow control valves 
at not in excess of the Maximum Daily Quan- 
tity, in which case Buyer shall pay a demand 
charge of 15.0¢ per MCF for all gas taken in 
excess of the Maximum Daily Quantity in ad- 
dition to the demand charges otherwise pay- 
able hereunder. In the event any employee, 
agent, or representative of Buyer changes 
Seller’s flow control valves, this exception to 
the application of the penalty shall be auto- 
matically eliminated. 


For all gas taken in excess of the Maximum 
Daily Quantity up to 102% of said Maximum 
Daily Quantity there shall be a charge of 
15.0¢ per MCF in addition to all other charges 
payable, hereunder. Such excess gas shall be 
excluded in determining any net surplus or 
net deficiency in deliveries as provided in Sub- 
section 7.1. 


If Buyer shall take quantities of gas in any 
contract year in excess of 101% of the Annual 
Contract Quantity, Buyer shall pay $5.00 per 
MCF for all gas taken in excess of 101% of 
the Annual Contract Quantity. 


For all gas taken in excess of the Annual Con- 
tract Quantity up to 101% of said Annual 
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Contract Quantity there shall be a charge of 
15.0¢ per MCF in addition to all other charges 
payable hereunder. 
8. Inrerim PERrop 
8.1 CommMENCEMENT OF SERVICE 
During the period beginning on the date of initial 


delivery of natural gas by Seller to Buyer, and 
ending with the last 


Issued by: I. D. Bufkin, Manager of Rates 
Issued on: May 29, 1959 
Effective: December 1, 1959 
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day of the month in which Seller notifies Buyer 
that Seller is prepared to deliver the Annuel Con- 
tract Quantity, Buyer shall pay Seller for all gas 
delivered to Buyer under this Rate Schedule at 
the rate of 41.0¢ per MCF, and the provisions of 
Sections 2, 3, 4, 5, 6 and 7 of this Rate Schedule 
shall not apply to such deliveries. 


Increase xn Annuat Contract QuantiTy 


During the period beginning on the day on which 
Seller becomes obligated to deliver quantities of 
gas other than the Maximum Daily Quantity under 
the then effective Annual Contract Quantity pur- 
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suant to a Service Agreement providing for an 
eventual higher Annual Contract Quantity and 
ending with the last day of the month in which 
Seller notifies Buyer that Seller is prepared to de- 
liver the higher Maximum Daily Quantity under 
said higher Annual Contract Quantity, all gas de- 
livered to Buyer on each day under this Schedule 
in excess of the Maximum Daily Quantity under 
the then effective Annual Contract Quantity shall 
be paid for by Buyer at the rate of 41.0¢ per MCF 
and the provisions of Sections 2, 3, 4, 5, 6, 7 and 
Subsection 8.1 of this Rate Schedule shall not ap- 
ply to such excess quantity. 


9, ADJUSTMENT FoR HEATING VALUE 


In the event the average total heating value of the gas 
delivered to Buyer in any month is less than 1,000 British 
Thermal Units per cubic foot, the total charges for such 
month shall be decreased in the percentage by which the 
average total heating value of such gas is less than 1,000 


British Thermal Units per cubic foot. 


10. Unrr or VoLuME 
See Section 5 of the General Terms and Conditions. 


11. Genera Terms anp ConDITIONS 


All of the General Terms and Conditions are appli- 
cable to this Rate Schedule and are hereby made a part 
hereof. 


Issued by: I. D. Bufkin, Manager of Rates 
Issued on: May 29, 1959 
Effective: December 1, 1959 
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1. AvaILABILITY 


Subject to the provisions of Section 2 of the General 
Terms and Conditions, this Rate Schedule is available 
for the purchase from Texas Hastern Transmission 
Corporation (hereinafter called Seller) of natural gas 
by any distributing or pipeline company (hereinafter 
called Buyer) : 


(a) Which will take delivery of gas at a point on the 


pipeline system of Seller: 


(i) Beyond the discharge side of Station Site 
No. 22 (near Rockwood. Pennsylvania) ; or 

(ii) Between Delmont Station (near Oakford 
Storage Field) and Compressor Station No. 
26 (near Lambertville, New Jersey) ; and 


(b) Whose Maximum Daily Quantity does not exceed 
5,000 MCF; and 

(c) Which purchases from Seller all of the gas re- 
quirements of the integrated gas system into which 
the delivery is to be made, except for such gas as 
may be locally produced for such system; and 

(d) Which has executed a Service Agreement in the 
form contained in the FPC Gas Tariff of which 
this Rate Schedule is a part, wherein Buyer may 
purchase and Seller is obligated to deliver a vol- 
ume of natural gas up to the quantity designated 
as the Maximum Daily Quantity. 


520 


3270: 


2. APPLICABILITY AND CHARACTER OF SERVICE 


This Rate Schedule shall apply to all gas sold and 
delivered to Buyer hereunder on a firm basis. 

Deliveries to Buyer hereunder, up to the Maximum 
Daily Quantity, shall be considered firm gas and shall 
not be subject to curtailment or interruption except as 
provided in Section 12 of the General Terms and Con- 
ditions. 

3. Rate 

55.0¢ per MCF of natural gas delivered during the 

month. 
Issued by: I. D. Bufkin, Manager of Rates 
Issued on: May 29, 1959 
Effective: 12-1-59 
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4, Minrwum Montsaty Bru 


The minimum monthly bill shall be $4.56 per MCF 
times the largest quantity of gas taken on any day during 
the month, but not less than 60% of the largest quantity 
of gas taken on any day during the twelve-month period 
ending with the last day of the current billing month. 


5. UsaurHorizep Over-Ruw Gas 


Gas taken by Buyer in excess of the Maximum Daily 
Quantity shall be considered as unauthorized over-run 
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gas. In the event such unauthorized over-run gas exceeds 
4% of the Maximum Daily Quantity or 200 MCF in any 
day, which ever is greater, Buyer shall pay the following 
penalties for all such unauthorized over-run gas in addi- 
dition to all other charges payable by Buyer hereunder: 


$5.00 per MCF for all gas taken in excess of 102% of 
the Maximum Daily Quantity up to 105% of the Maxi- 
mum Daily Quantity; 

$10.00 per MCF for all gas taken in excess of 105% 
of the Maximum Daily Quantity. 


This penalty shall not apply where Buyer requests 
that Seller set its flow control volves at not in excess of 
100% of the Maximum Daily Quantity. In the event 
any employee, agent, or representative of Buyer changes 
Seller’s flow control valves, this exception to the appli- 
cation of the penalty shall be automatically eliminated. 


6. ADJUSTMENT FOR HEatinc VALUE 


In the event the average total heating value of the gas 
delivered to Buyer in any month is less than 1,000 British 
Thermal Units per cubic foot, the total charges for such 
month shall be decreased in the percentage by which the 
average total heating value of such gas is less than 1,000 
British Thermal Units per cubic foot. 


Issued by: I. D. Bufkin, Manager of Rates 
Issued on : May 29, 1959 
Effective: December 1, 1959 
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7. Unit or VoLUME 


See Section 5 of the General Terms and Conditions. 


8. Genera, Terms AND ConDITIONS 


All of the General Terms and Conditions are applicable 
to this Rate Schedule and are hereby made a part hereof. 


Issued by: Frank P. Saponaro, Manager of Rates 
Issued on: September 24, 1953 
Effective: September 1, 1953 


* * * 


[3276] 


Texas EasTeRN TRANSMISSION CORPORATION 
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CancenLaTion or Rate ScHepuLE WPS 


Notice is hereby given that effective March 1, 1959, Rate 
Schedule WPS constituting Third Revised Sheet No. 63, 
First Revised Sheet No. 64 and Original Sheet No. 65 of 
Second Revised Volume No. 1 of the FPC Gas Tariff of 
Texas Eastern Transmission Corporation is to be cancelled. 


Service heretofore rendered has been replaced and enlarged 
by service rendered under Rate Schedule WS. 


Issued by: I. D. Bufkin, Manager of Rates 
Issued on: February 27, 1959 
Effective: April 3, 1959 
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1. AVAILABILITY 


This Rate Schedule is available for the purchase from 
Texas Eastern Transmission Corporation (hereinafter 
called Seller) of natural gas by any distributing or pipe- 
line company (hereinafter called Buyer) : 


(a) Which will take delivery of gas at a point on Sell- 
er’s certificated pipeline system between: 


(i) The Illinois-Indiana state line and the suc- 
tion side of Station Site No. 22 (near Rock- 
wood, Pennsylvania) ; 

(ii) The Tennessee-Kentucky state line and the 
terminus of Seller’s 30” pipe line at Station 
21A (near Connellsville, Pennsylvania) ; 

(iii) The discharge side of Station 21A (near 
Connellsville, Pennsylvania) on Seller’s 
30” Oakford Storage Line and the terminus 
of that line on the suction side of Oakford 
Storage Station (near Jeanette, Pennsyl- 
vania) ; and 


(b) Which has executed a service agreement for serv- 
ice under this Rate Schedule in the form contained 
in the FPC Gas Tariff of which this Rate Schedule 
is a part wherein Buyer may purchase and Seller 
is obligated to tender for sale and delivery a quan- 
tity of natural gas which shall be specified in the 
service agreement as the Annual Contract Quan- 
tity. 
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9, APPLICABILITY AND CHARACTER OF SERVICE 


During each Contract Year of the term of the service 
agreement providing for service under this Rate Sched- 
ule, Seller shall tender for sale and delivery to Buyer 
a volume of natural gas equal to the Annual Contract 
Quantity, for such Contract Year, specified in said serv- 
ice agreement. 

Seller shall have the right to tender gas for delivery 
to Buyer at such times, for such periods and at such daily 
delivery rates as Seller may elect up to the Maximum 
Daily Volume specified in the service agreement; pro- 
vided, however, that Seller may tender gas for delivery to 


Issued by: I. D. Bufkin, Manager of Rates 
Issued on: March 22, 1957 
Effective: April 17, 1957 
[8278] 
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Buyer at a daily rate in excess of said specified Maximum 
Daily Volume with prior consent of Buyer; provided 
further, that Seller shall not tender gas for delivery here- 
under when such delivery will impair Seller’s ability to 
meet its obligations under other firm gas rate schedules; 
provided further, that Deliveries under this Rate Schedule 
shall have priority over deliveries under Rate Schedule 
I. All volumes of gas so tendered, whether or not ac- 
cepted by Buyer, shall be considered as having been ten- 
dered in fulfillment of Seller’s Annual Contract Quantity 
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obligation; provided, however, that if Buyer requests 
Seller to control the flow of gas by operation by Seller 
of its flow control valves to include the volume tendered 
hereunder on any day, then the volume actually deliv- 
ered hereunder on that day shall be considered as the 
volume tendered by Seller to Buyer in fulfillment of 
Seller’s Annual Contract Quantity obligation. After Sell- 
er’s Annual Contract Quantity obligation shall have been 
fulfilled in any Contract Year, Seller may continue to 
tender gas in the remainder of that Contract Year and 
Buyer may purchase such gas under this Rate Schedule. 

During days in which service is being rendered under 
this Rate Schedule deliveries shall be made as nearly as 
practicable at uniform hourly rates of flow. 


3. Rate 
34.7¢ per MCF of gas delivered. 


4, Miximum Annvat Br 


The Minimum Annual Bill for each Contract Year shall 
be an amount equal to 34.7¢ multiplied by 90% of the 
applicable Annual Contract Quantity referred to in Sec- 
tion 2 hereof; provided, however, that in the event Seller 
is unable to fulfill its Annual Contract Quantity obliga- 
tion during any Contract Year, the Minimum Annual Bill 
shall be an amount equal to 34.7¢ multiplied by 90% of 
the total volume of gas tendered during that Contract 
Year; provided further, that in the event Seller shall 
tender the full Annual Contract Quantity prior to the 
conclusion of a Contract Year and Buyer shall fail to 
take at least 90% thereof, then, in such event, Seller will 
endeavor to tender additional quantities of gas hereunder 
during the remainder of such Contract Year up to the 
amount of such deficiency in Buyer’s takes to the extent 
that Seller may have volumes of gas available in excess 
of its obligations and commitments under all of its other 
existing service agreements and its storage requirements 
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and to the further extent that such tenders will not jeop- 
ardize, in any manner, Seller’s ability to perform any of 
Issued by: I. D. Bufkin, Manager of Rates 
Issued on: May 29, 1959 
Effective: December 1, 1959 
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its obligations and commitments to its customers. The 
amount, if any, by which the Minimum Annual Bill ex- 
ceeds the payments otherwise made by Buyer to Seller 
under this agreement during a Contract Year shall be- 
come due and payable with the pill for the month of 
December. 


_ ApsUSTMENT FoR HEatInG VALUE 


In the event the average total heating value of the gas 
delivered to Buyer in any month is less than 1,000 British 
Thermal Units per cubic foot, the total charges for such 
month shall be decreased in the percentage by which the 
average total heating value of such gas is less than 1,000 
British Thermal Units per cubic foot. 


6. UnavrHorizep Over-Run Gas 


If Buyer should, on any day for which Seller has given 
notice of tender of natural gas under this Rate Schedule, 
take a volume of natural gas more than 4% in excess of 
the quantity tendered by Buyer hereunder on such day, 
such volume shall be considered as unauthorized over-run 
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gas. Buyer shall pay the following penalties for such 
unauthorized over-run gas in addition to all other charges 
payable by Buyer hereunder: 


$5.00 per MCF for all gas taken in excess of 102% 
of the volume tendered up to 105% of the volume 
tendered ; 

$10.00 per MCF for all gas taken in excess of 105% 
of the volume tendered. 


This penalty shall not apply where Buyer requests 
Seller to control the flow of gas by operation by Seller 
of its flow control valves. In the event any employee, 
agent, or representative of Buyer changes Seller’s flow 
control valves, this exception to the application of the 
penalty shall be automatically eliminated. 


. DETERMINATION OF DELIVERIES 


On any day in which Buyer accepts a tender of gas 
hereunder, all deliveries of gas to Buyer in excess of the 
sum of all quantities which Buyer and Seller shall have 
scheduled on such day under all other rate schedules 
shall be considered to have been made under this Rate 
Schedule, except that on any day when Seller delivers 
natural gas to Buyer under Seller’s WPS, I, or E Rate 
Schedule, the deliveries to Buyer under this rate schedule 
shall not exceed the volume scheduled hereunder for de- 
livery to Buyer. 


Issued by: I. D. Bufkin, Manager of Rates 
Issued on: May 10, 1957 
Effective: November 10, 1957 
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8. Unrr or VoLUME 
See Section 5 of General Terms and Conditions. 


9, GenERAL TERMS AND CONDITIONS 
All of the General Terms and Conditions except Section 
2 are applicable to this Rate Schedule and are hereby 
made a part hereof. 
Issued by: I. D. Bufkin, Manager of Rates 
Issued on: March 22, 1957 
Effective: April 17, 1957 
oe 
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Texas Eastern TRANSMISSION CoRPORATION 
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Storage Agreement with Transcontinental Gas Pipe Line 
Corporation 


Tus AGREEMENT, by and between Texas Eastern Trans- 
mission Corporation, a Delaware corporation with its prin- 
cipal offices in Shreveport, Louisiana (hereinafter referred 
to as ‘‘Texas Bastern’’), and TRaNSCONTINENTAL Gas Pre 
Luxe Corporation, a Delaware corporation with its princi- 
pal offices in Houston, Texas (hereinafter referred to as 
“‘Transcontinental’’) ; 
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WIrnESSETH : 


Wuenzas, Texas Eastern has natural gas and storage 
capacity available in its Oakford Storage Field in West- 
moreland County, Pennsylvania, sufficient to allow it to 
lend to Transcontinental during the period November 16 
through April 15 of each year the quantities of gas herein- 
after set forth; has capacity available in said storage field 
to allow Transcontinental to return the quantities of gas 
so loaned during the period April 16 through November 15 
of each year; and can make available pipeline capacity be- 
tween said storage field and the points of delivery herein- 
after set forth to permit the delivery and return of quanti- 
ties of gas so borrowed and returned; and 

Wuerzas, Transcontinental wishes to borrow from Texas 
Hastern by withdrawing from said storage field during the 
period November 16 through April 15 of each year the quan- 
tities of gas hereinafter set forth, and wishes to return 
equivalent quantities to Texas Eastern for replacement in 
storage during the period April 16 through November 15 
of each year; 


Now, Tuenzrorg, the parties do mutually agree and cove- 
nant as follows: 
I 
Scope of Agreement 


A. Deliveries by Texas Eastern to Transcontinental 


During the period November 16 through April 15 of each 
year of the term hereof, beginning November 16, 1954, 
Texas Eastern agrees to deliver or cause to be delivered 
to Transcontinental up to the following Maximum Daily 
Quantities of natural gas (for the purpose of this Agree- 
ment a ‘‘day’’ 


Issued by: I. D. Bufkin, Manager of Rates 
Issued on: September 27, 1954 
Effective: November 1, 1954 
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shall mean a period of 24 consecutive hours extending from 
8:00 A.M., E.S.T., to the succeeding 8:00 A.M, E.S.T.) : 


The period from November 16 through February 16, 
133,500 MCF per day; 


Commencing February 17 the Maximum Daily Quantity 
shall decrease each successive day by 2,500 MCF per 
day until March 1, on which date the Maximum Daily 
Quantity shall be 100,000 MCF per day; 


Commencing March 2 the Maximum Daily Quantity 
shall decrease each successive day by 2,000 MCF per 
day until March 16, on which date the Maximum Daily 
Quantity shall be 70,000 MCF per day; 


Commencing March 17 the Maximum Daily Quantity 
shall decrease each successive day by 3,000 MCF per 
day until April 1, and for the period from April 1 
through April 15, the Maximum Daily Quantity shall be 

25,000 MCF per day; 


provided, however, that Texas Eastern shall not be re- 
quired to deliver in excess of the following total quantities 
during the periods hereinafter set forth: 


From November 16 through February 15, not in excess 
9,096,000 MCF 


From November 16 through March 15, not in excess of 
11,304,000 MCF 


From November 16 through April 15, not in excess of 
12,000,000 MCF 
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Transcontinental’s dispatchers shall advise Texas Hast- 
ern, from time to time, of the daily quantities desired and 
the daily quantities of natural gas so requested shall be 
taken at constant hourly rates of flow as far as practicable. 


B. Return of Gas by Transcontinental to Texas Eastern 
Issued by: I. D. Bufkin, Manager of Rates 
Issued on: September 27, 1954 
Effective: November 1, 1954 
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Commencing April 16, 1955, and thereafter beginning on 
each April 16 during the period April 16 through Novem- 
ber 15 of each year, Transcontinental agrees to return to 
Texas Eastern the same quantity of gas as was delivered 
by Texas Eastern to Transcontinental during the preced- 
ing period of November 16 through April 15; provided, how- 
ever, that Texas Eastern shall not be obligated to receive 
by way of such return quantities of gas in excess of 100,000 
MOF on any day during said April 16 through November 
15 period, but by mutual agreement quantities in excess of 
100,000 MCF may be returned by Transcontinental and re- 
ceived by Texas Eastern. The Btu content of the quanti- 
ties of gas delivered by Texas Eastern and returned by 
Transcontinental shall be measured as hereinafter pro- 
vided, and the delivery and return adjusted so that the same 
number of Btu’s shall be delivered and returned by each 
party. With the consent of Texas Eastern, Transcontinen- 
tal may return quantities of gas during the period Novem- 
ber 16 through April 15, but such return, if made, shall be 
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credited against the quantities delivered by Texas Eastern 
to Transcontinental during that same November 16 through 
April 15 period, and not to quantities delivered by Texas 
Eastern during the preceding November 16 through April 
15 period. 

In the event that Transcontinental should fail or be 
unable, for any reason whatsoever, to return to Texas East- 
ern on or before November 15 of each year the same quan- 
tity of gas as was delivered by Texas Eastern to Trans- 
continental during the preceding November 16 through 
April 15 period, then as of November 16 of such year, Texas 
Eastern shall be assumed to have delivered the quantity 
of gas which Transcontinental failed to return. Said quan- 
tity (the deficiency in return) shall be credited against the 
total quantity which Texas Eastern is obligated to deliver 
as set forth in Paragraph I hereof, and Transcontinental 
shall pay to Texas Eastern 2.0¢ per MCF of said deficiency 
in return. Such reduction in the obligation of Texas East- 
ern to deliver, and the payment of the above charge by 
Transcontinental, shall continue for each year during the 
term of this Agreement until said deficiency in return is 
made up by Transcontinental. If said deficiency in return 
has not been made up by Transcontinental by the end of 
the term of this Agreement, then Transcontinental shall 
pay to Texas Eastern an additional charge equivalent to 
the number of MCF of deficiency multiplied by Texas East- 
ern’s Interruptible Rate then on file with the Federal Power 
Commission for deliveries in Texas Eastern’s Zone D (or 
Texas Eastern’s applicable zone at the point of delivery 
at such time) adjusted for heating value in the manner 
specified as of such date in Texas Eastern’s said Inter- 
ruptible Rate Schedule. Transcontinental may, in lieu of 
returning the full quantities required to be returned to 
Texas Eastern, request Texas Eastern to sell to it for de- 
livery to Transcontinental’s account in the Oakford Storage 
Field quantities of 


Issued by: I. D. Bufkin, Manager of Rates 
Issued on: May 29, 1959 


Effective: July 1, 1959 
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natural gas sufficient to return the full quantity which it 
is required to return to Texas Eastern during any April 
16 through November 15 period, and if Texas Eastern, in 
its sole discretion, determines that it has Interruptible gas 
available, it may sell the quantities requested by Trans- 
continental to Transcontinental for delivery for Transcon- 
tinental’s account in the Oakford Storage Field at a price 
equivalent to that specified in Texas Eastern’s then In- 
terruptible Rate Schedule for Zone D (or Texas Hastern’s 
applicable zone at the point of delivery at such time). In 
such event, Transcontinental also shall pay to Texas Hast- 
ern the commodity charge specified herein for the return 
of such quantity of gas by Transcontinental to Texas Hast- 


ern. 
ag 


Points and Method of Delivery 


Delivery points for the delivery of gas by Texas East- 
ern to Transcontinental, and for the return of gas by Trans- 
continental to Texas Eastern shall be as follows: 


A. Direct Deliveries 


1. Where Texas Eastern’s 20” South Philadelphia lat- 
eral crosses Transcontinental’s 20” Mareus Hook lat- 
eral. (Otherwise designated by Transcontinental as 
the Glenlock Interchange). 

Where Texas Eastern’s 12” Skippack lateral crosses 
Transcontinental’s 30” main line in Montgomery 
County, Pennsylvania. 

Where Texas Eastern’s two 12” Staten Island lat- 
erals cross Transcontinental’s 30” main line. (Other- 
wise designated as Transcontinental’s Linden Sta- 
tion). 

535 


3434 


B. Deliveries through Common Customers 


Upon request of Transcontinental, such quantities of gas 
as can be delivered by Texas Eastern through existing 
Texas Eastern meter stations, to wit, 


Customer Company Texas Eastern Meter Station 
Philadelphia Electric Co 035 Chester, Pa. 
Philadelphia Electric Co. 


Conshohocken, Pa. 
Philadelphia Electric Co 125 Corsan Quarries, 
Pa. 


Issued by: I. D. Bufkin, Manager of Rates 
Issued on: September 27, 1954 
Effective : November 1, 1954 
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Philadelphia Gas Works 030 Point Breeze, Pa. 
Philadelphia Gas Works 034 Levick Street, Pa. 
Public Service Electric and Gas Co.. 057 S. Plainfield, N. J. 
Public Service Electric and Gas Co.. 066 Sewaren, N. J. 
Public Service Electric and Gas Co.. 128 Linden, N. J. 


for the account of Transcontinental, will be delivered at the 
sole discretion of Texas Eastern. 

Transcontinental may, at its election, deliver gas for the 
return account of Texas Eastern by deliveries to joint cus- 
tomers of Transcontinental and Texas Eastern through 
existing Transcontinental meter stations, to wit, 
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Customer Company Transcontinental Meter Station 


Philadelphia Electric Co. Pottstown, Pa. 
Philadelphia Electric Co Chester, Pa. 
Philadelphia Electric Co W. Conshohocken, Pa. 
Philadelphia Electric Co Oreland, Pa. 
Philadelphia Electric Co. Barbadoes Island, Pa. 
Philadelphia Electric Co Newtown, Pa. 
Philadelphia Gas Works Ashmead Road, Pa. 
Public Service Electric and Gas Co.. Camden, N. J. 

Public Service Electric and Gas Co.. Trenton, N. J. 

Public Service Electric and Gas Co.. Central, N. J. 

Public Service Electric and Gas Co.. Sewaren, N. J. 

Public Service Electric and Gas Co.. West End, N. J. 
Public Service Electric and Gas Co.. Essex, N. J. 

Public Service Electric and Gas Co.. Harrison, N. J. 
Public Service Electric and Gas Co.. Paterson, N. J. 


Texas Eastern upon request from Transcontinental shall 
deliver the full maximum daily quantity at delivery point 
A-3 listed above, providing a minimum of 435 psig on the 
inlet side of the measuring station at such point. Deliveries 
and returns of gas through the other delivery points listed 
hereinabove shall be effected by mutual agreement through 
customary dispatching channels, it being understood and 
agreed that Texas Eastern shall not be required to receive 
gas returned by Transcontinental at any delivery point in 
excess of the then existing customer volume requirement 
downstream from the point of delivery on the Texas East- 
ern lateral indentified with such point of delivery. 
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Til 
Rates 


Transcontinental shall pay to Texas Eastern for the stor- 
age services herein agreed to be performed the following 
charges: 


a. An annual demand charge equal to the product of 
$31.56 (thirty-one dollars fifty-six cents) times the 
number of MCF set forth as the Maximum Daily Quan- 
tity specified in Article I which Texas Eastern is ob- 
ligated to deliver on any day during the period Novem- 


ber 16 through February 16. Said demand charge shall 
be payable monthly in equal installments of $351,105.00 
(three hundred fifty-one thousand, one hundred five 
dollars). 

b. A commodity charge of 2.0¢ (two cents) per MCF 
of gas delivered or caused to be delivered by Texas 
Eastern to Transcontinental. 


c. A commodity charge of 2.0¢ (two cents) per MCF 
of gas returned or caused to be returned by Transcon- 
tinental to Texas Eastern. 


IV 


Billing and Payment 


a, Commencing November 1, 1954, and on or before 
the first day of each month thereafter during the term 
of this Agreement, Texas Eastern shall bill Trans- 
continental for the monthly demand charge payable 


538 


3437 


hereunder, and on or before the 10th day of each month 
Transcontinental shall pay said demand charge to 
Texas Hastern. 


b. Commencing December 10, 1954, and on or before 
the 10th day of each month thereafter, Texas Hastern 
shall bill Transcontinental for the commodity charges 
(including in each December billing, if applicable, the 
charges for any gas which Transcontinental failed to 
return) payable hereunder for gas delivered by Texas 
Eastern or returned by Transcontinental during the 
preceding month, and commencing on December 20, 
1954, and on or before the 20th day of each month 
thereafter, Transcontinental shall pay Texas Eastern 
for such charges as so billed. 


Issued by: I. D. Bufkin, Manager of Rates 
Issued on: May 29, 1959 
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Quality 


a. Natural Gas. The gas delivered hereunder by Texas 
Eastern to Transcontinental and by Transcontinental to 
Texas Eastern shall be natural gas of the quality and 
character produced by nature in the petroleum, oil and 
natural gas fields from which the respective companies 
obtain their supply, subject only to the removal of moisture, 
of impurities and of oil and gasoline vapors (helium, natu- 
ral gasoline, butane, propane, or other hydrocarbons except 
methane). 
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b. Heating Value. No natural gas delivered hereunder 
shall have a total heating value at Point of Delivery below 
1,000 British Thermal Units per cubic foot. The term 
“total heating value’”’ shall mean the number of British 
Thermal Units determined by the combustion in a Cutler- 
Hammer or an equally efficient recording calorimeter, at 
constant pressure, of the amount of the gas which would 
occupy a volume of 1 cubic foot at a temperature of 60° 
Fahrenheit, if saturated with water vapor and under a 
pressure equivalent to that of 30 inches of mercury at 
39° Fahrenheit and under standard gravitational force. 
The ‘‘average total heating value’’ of the gas per cubic 
foot shall be determined for any month by taking the 
arithmetic average of the heating value as recorded each 
day by a Cutler-Hammer or an equally efficient recording 
calorimeter to be located at such place as may be mutually 
agreed upon. 


ce. Absence of Impurities. The gas delivered hereunder: 


(1) Shall be commercially free from objectionable 
odors, dust, or other solid or liquid or gaseous matter 
which might interfere with its merchantability or cause 
injury to or interference with proper operation of the 
lines, regulators, meters or other appliances through 
which it flows; 

(2) Shall contain less than a trace of hydrogen sul- 
phide per 100 cubic feet of gas volume when tested in 
accordance with the following procedure; a strip of white 
filter paper previously moistened with fresh 5% lead 
acetate solution shall be exposed to the gas for one and 
one-half minutes in a previously purged apparatus 
through which the test gas is flowing at a rate of ap 
proximately 5 cubic feet per hour; the gas jet shall not 
directly impinge upon the test strip during the test. At 
the end of the stated time 
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the test paper thus exposed shall be compared with a 
second strip similarly prepared but not exposed to the 
test gas. If the exposed strip is not noticeably darker 
than the comparison strip the gas under test shall be 
considered acceptable. If the exposed strip is noticeably 
darker than the comparison strip the gas shall be tested 
quantitatively for hydrogen sulphide by the Tutweiler 
method; 


(3) Shall not contain more than 9 grains of total sulphur 
(exclusive of mercaptan sulphur) per 100 cubic feet of 
gas volume as determined by the Referee’s apparatus; 
and 


(4) Shall in no event have a water content in excess 
of seven (7) pounds of water per million cubic feet of 
gas measured at a base pressure of fifteen and twenty- 
five-thousandths (15.025) pounds per square inch, abso- 
lute, and at a temperature of sixty degrees (60°) Fahren- 
heit, as determined by dew point apparatus approved 
by the Bureau of Mines. 


d. Failure to Conform to Specifications. If the gas of- 
fered for delivery hereunder shall fail at any time to 
conform to any of the specifications in this Section V set 
forth, the receiver shall notify the supplier of such de- 
ficiency and may, at its option, refuse to accept delivery 
pending correction by supplier. 


vI 
Measurements 


Determination of Quantity. The volume of the gas de- 
livered hereunder by Texas Eastern to Transcontinental 
and by Transcontinental to Texas Eastern shall be meas- 
ured according to Boyle’s law for the measurement of gas 
under varying pressures with deviations therefrom as pro- 
vided in paragraph (e) below, on the measurement basis 
hereinafter specified, and shall be determined as follows: 

a. The unit of volume for the purpose of measurement 
shall be 1 cubic foot of gas at a temperature of 60° Fahren- 
heit and an absolute pressure of 15.025 pounds per square 
inch. 

b. The average absolute atmospheric pressure shall be 
assumed to be 14.4 pounds to the square inch, irrespective 
of actual elevation or 
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location of Point of Delivery above sea level or variations 
in such atmospheric pressure from time to time. 

c. The temperature of the gas passing the meters shall 
be determined by the continuous use of a recording 
thermometer so installed that it may properly record the 
temperature of the gas flowing through the meters. The 
arithmetic average of the temperature recorded each 24- 
hour day shall be used in computing gas volumes. 
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d. The specific gravity of the gas delivered hereunder 
shall be determined by the continuous use of an Acme 
recording gravitometer, or other standard gravitometer 
agreed upon by the parties hereto, so installed that it may 
properly record the specific gravity of the gas flowing 
through the meters. The arithmetic average of the specific 
gravity recorded each 24-hour day shall be used in com- 
puting gas volumes for that day. 

e. The deviation of the natural gas from Boyle’s law 
shall be determined by tests at intervals of 3 months or 
at such other intervals as are found necessary in practice. 
The epparatus and the method to be used in making said 
test shall be in accordance with the recommendations of 
the National Bureau of Standards of the Department of 
Commerce, or any other mutually agreed upon method. 
The results of such tests shall be used in computing the 
volume of gas delivered hereunder. 


VII 
Measuring Equipment 


a. Measuring Station. Transcontinental will install or 
furnish, maintain and operate, at its own expense, at or 
near each direct Point of Delivery, a measuring station 
properly equipped with standard orifice meters having 
flange connections, or standard displacement meters, and 
other necessary measuring equipment by which the volume 
of gas delivered hereunder shall be measured. Orifice 
meters shall be installed and operated in accordance with 
joint Bureau of Standards, A.G.A., A.S.M.E. specifications 
as published May 6, 1933, as Gas Measurement Committee 
Report No. 2 of the American Gas Association, and any 
amendments thereto which may be mutually acceptable to 
Texas Eastern and Transcontinental, and shall include the 
use of straightening vanes. Displacement meter dial read- 
ings shall be adjusted for varying pressure and tempera- 
ture conditions. 

b. Access to Equipment and Records. Each party shall 
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have the right to be present at the time of any installing, 
reading, cleaning, 
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changing, repairing, inspecting, testing, calibrating, or ad- 
justing done in connection with the other’s measuring 
equipment used in measuring deliveries hereunder. The 
records from such measuring equipment shall remain the 
property of the owner, but upon request each will submit 
to the other its records and charts, together with calcula- 
tions therefrom, for inspection and verification, subject to 
return within 10 days after receipt thereof. 


ce. Care Required. All installations of measuring equip- 
ment, applying to or affecting deliveries hereunder, shall 
be made in such manner as to permit an accurate deter- 
mination of the quantity of gas delivered and ready verifica- 
tion of the accuracy of measurement. 

d. Failure of Meters. In the event a meter is out of 
service, or registering inaccurately, the volume of gas de- 
livered hereunder shall be estimated: 


(1) By using the registration of any check meter or 
meters if installed and accurately registering or, in the 
absence of (1); 


(2) By correcting the error if the percentage of error 
is ascertainable by calibration, test, or mathematical cal- 
culation, or in the absence of both (1) and (2) then; 
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(3) By estimating the quantity of delivery by deliveries 
during periods under similar conditions when the meter 
was registering accurately. 


e. Test of Meters. The accuracy of measuring equip- 
ment, including recording calorimeters, shall be verified by 
owner at reasonable intervals, and, if requested, in the pres- 
ence of representatives of the other party, but owner shall 
not be required to verify the accuracy of such equipment 
more frequently than once in any 30-day period. In the 
event either party shall notify the other that it desires a 
special test of any measuring equipment, the parties shall 
cooperate to secure a prompt verification of the accuracy 
of such equipment. 

f. Correction for Errors of Meters. If, upon test, any 
measuring equipment, including recording calorimeters, is 
found to be in error not more than 2%, previous recordings 
of such equipment shall be considered accurate in com- 
puting deliveries hereunder; but such equipment shall be 
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adjusted at once to record correctly. If, upon test, any 
measuring equipment shall be found to be inaccurate by 
an amount exceeding 2%, at a recording corresponding to 
the average hourly rate of flow for the period since the 
last preceding test, or if, upon test, a recording calorimeter 
shall be found to be inaccurate by an amount exceeding 
2%, then any previous recordings of such equipment shall 
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be corrected to zero error for any period which is known 
definitely or agreed upon, but in case the period is not 
known definitely or agreed upon such correction shall be 
for a period extending over one-half of the time elapsed 
since the date of last test, not exceeding a correction period 
of 16 days. 

g. Preservation of Records. Each party shall preserve 
for a period of at least 5 years all test data, charts and 
other similar records. 

Vill 


Force Majeure 


a. Relief from Liability. Neither party shall be liable 
in damages to the other for any act, omission or circum- 
stance occasioned by or in consequence of any acts of God, 
strikes, lockouts, acts of the public enemy, wars, blockades, 
insurrections, riots, epidemics, landslides, lightning, earth- 
quakes, fires, storms, floods, washouts, arrests and re- 
straints of rulers and people, civil disturbances, explosions, 
breakage or accident to machinery or lines of pipe, tem- 
porary failure of gas supply, the binding order of any 
court or governmental authority which has been resisted 
in good faith by all reasonable legal means, and any other 
cause, whether of the kind herein enumerated, or otherwise, 
not within the control of the party claiming suspension 
and which by the exercise of due diligence such party is 
unable to prevent or overcome. 

b. Liabilities Not Relieved. Such causes or contingencies 
affecting performance by either party, however, shall not 
relieve it of liability in the event of its concurring negli- 
gence or in the event of its failure to use due diligence 
to remedy the situation and remove the cause in an ade- 
quate manner and with all reasonable dispatch, nor shall 
such causes or contingencies affecting performance relieve 
Transcontinental from its obligations to make payments 
of amounts then due hereunder in respect of gas thereto- 
fore delivered or returned. 

c. Proration of Impaired Deliveries. If due to any cause 


546 


3442 


whatsoever, not limited to Force Majeure, the deliveries 
from Texas Eastern’s transmission system are impaired 
so that Texas Eastern is unable to deliver to Transconti- 
nental the quantity of gas which Texas Hastern is then 
obligated 
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to deliver to Transcontinental, then Transcontinental shall 
be entitled to such proportion of the total impaired de- 
liveries from such line as the quantity of gas which Texas 
Eastern is then obligated to deliver to Transcontinental 
bears to the total quantities of gas Texas astern is then 
obligated to deliver to all buyers affected by such impair- 
ment. If such prorated quantity is less than the quantity 
Transcontinental requested in good faith on any day or 
days, then the demand charge payable hereunder shall be 
reduced by an amount equal to the sum of all such days’ 
deficiencies multiplied by 20.9¢ (twenty and nine tenths 
cents) per MOF. 

a. National Security Provisions. All of the provisions 
of this Agreement are subject to the National Security 
Provisions which are attached to the general conveyance 
from the United States of America and Reconstruction 
Finance Corporation to Texas Eastern dated November 1, 
1947, a copy of which said National Security Provisions 
is incorporated herein as Exhibit ‘‘A’’ and made a part 
hereof. Neither party shall be liable for failure to per- 
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form or observe any of the obligations or covenants of 
this Agreement (other than the obligation of Transconti- 
nental to pay any sums which may be due under this 
Agreement prior to the operation of the National Security 
Provisions), in the event and to the extent that such 
failure results from the operation of said National Security 
Provisions. In the event that the delivery or return of 
gas under this Agreement is interrupted as a result of 
the operation of said National Security Provisions, Texas 
Eastern will promptly notify Transcontinental thereof and 
will be afforded a reasonable opportunity to make deliveries 
or accept returns under this Agreement through other 
pipeline facilities. If Texas Eastern is unable to provide 
such other facilities, Transcontinental may arrange for this 
storage service with others and shall, except as herein- 
after provided, make its commitment with such others so 
as to enable Transcontinental to resume operations pur- 
suant to this Agreement immediately following the date 
on which Texas Eastern advises that it is prepared to 
resume this storage service. In the event that Transconti- 
nental is required, in its judgment, in order to secure such 
service from others, to enter into a commitment which will 
interfere with the ability of Transcontinental to perform 
its commitments under such other contract for storage serv- 
ice after Texas Eastern is prepared to resume service here- 
under, Transcontinental shall have the right, after Texas 
Eastern has notified Transcontinental of the interruption 
of service hereunder, to enter into a commitment for such 
service from others, which, in Transcontinental’s judgment 
is required as aforesaid. Transcontinental may, by prompt 
notice to Texas Eastern of such other commitment, be 
released from its obligations under this Agreement to the 
limit of the term of such other commitment. Texas EHast- 
ern shall be released, simultaneously, from its operations 
under this Agreement with Transcontinental for a like 
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period and shall be free to perform such service for others 
for such period and upon any terms. In any event, if, 
at the time such storage service is interrupted hereunder 
as a result of said National Security Provisions, Trans- 
continental is obligated to return gas to Texas Eastern, 
and if Transcontinental then enters into an agreement 
with others for such service for any period, Transconti- 
nental shall pay Texas Eastern for the gas due to be re- 
turned at a price equivalent to that specified in Texas 
Eastern’s Interruptible Rate Schedule for Zone D (or 
Texas Eastern’s applicable zone at the point of delivery 
at such time). 
Ix 


Warranty of Title to Gas 


Each party warrants for itself, its suecessors and as- 
signs, that it will at the time of delivery or return have 
good title to all gas delivered or returned by it hereunder, 
free and clear of all liens, encumbrances and claims what- 
soever, including without limitation of the foregoing any 
liens, encumbrances or claims of any of its affiliates for use 
of their property in connection with its obligations and per- 
formances hereunder, that it will at such time of delivery 
have good right and title to sell said gas as aforesaid, that it 
will indemnify the other party hereto and save it harmless 
from all suits, actions, debts, accounts, damages, costs, 
losses and expenses arising from or out of adverse claims 
of any or all persons to said gas and/or to royalties, taxes, 
license fees or charges thereon, which are applicable before 
the title to the gas passes, and that it will indemnify the 
other party hereto and save it harmless from all taxes 
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and assessments which may be levied and assessed upon 
the delivery or return thereof and which are by law pay- 
able by and the obligation of the party making delivery 
or return. 


x 
Assignment 


Any company which shall succeed by purchase, merger 
or consolidation, to the properties, substantially as an 
entirety, of Texas Eastern or of Transcontinental, as the 
case may be, shall be entitled to the rights and shall be 
subject to the obligations of its predecessors in title under 
this Agreement. Any party may, without relieving itself 
of its obligations under this Agreement, assign any of its 
rights hereunder to a company with which it is affiliated, 
but otherwise no assignment of this Agreement, or of any 
of the rights or obligations hereunder shall be made unless 
there first shall have been obtained the consent thereto 
of Texas Eastern, in 
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the event of any assignment by Transcontinental, or the 
consent thereto of Transcontinental, in the event of an 
assignment by Texas Hastern. These restrictions on as- 
signment shall not in any way prevent either party from 
pledging or mortgaging its rights under this Agreement 
as security of its indebtedness. 
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XI 
Termination for Default 


If either Texas Eastern or Transcontinental shall fail 
to perform any of the covenants or obligations imposed 
upon it or them under and by virtue of this Agreement, 
then in such event the other party may at its option termi- 
nate this Agreement by proceeding as follows: The party 
not in default shall cause a written notice to be served 
on the party in default stating specifically the cause for 
terminating this Agreement and declaring it to be the in- 
tention of the party giving the notice to terminate the 
same; thereupon the party in default shall have 30 days 
after the service of the aforesaid notice in which to remedy 
or remove the cause or causes stated in the notice for 
terminating this Agreement, and if within said period of 
30 days the party in default does so remove and remedy 
said cause or causes and fully indemnify the party not in 
default for any and all consequences of such breach, by a 
good and sufficient indemnity bond or otherwise, then such 
notice shall be withdrawn and this Agreement shall con- 
tinue in full force and effect. In case the party in default 
does not so remedy and remove the cause or causes or 
does not so indemnify the party giving the notice for any 
and all consequences of such breach, within said period 
of 30 days, then, after any necessary authorization by 
regulatory bodies having jurisdiction, this Agreement shall 
become null and void from and after the expiration of said 
period, provided that notice of termination has not been 
withdrawn prior thereto. Any cancellation of this Agree- 
ment pursuant to the provisions of this paragraph shall 
be without prejudice to the right of Texas Eastern to 
collect any amounts then due to it for natural gas delivered 
or returned prior to the time of cancellation, and without 
waiver of any remedy to which the party not in default may 
be entitled for violation of this Agreement. 


XI 


Governmental Regulation 


This Agreement, and all terms and provisions contained 
or incorporated herein, and the respective obligations of 
the parties hereunder are subject to valid laws, orders, 
rules and regulations of duly 
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constituted authorities having jurisdiction. 


XIII 
Term 


The term of this Agreement shall commence on Novem- 
ber 16, 1954 and shall continue in effect until November 
15, 1974, and shall continue thereafter until terminated 
either by Texas Eastern or by Transcontinental upon twelve 
months’ prior written notice to the other specifying a termi- 
nation date at the end of such period or any yearly period 
thereafter. 

In witness whereof, the parties hereto have executed this 
agreement this 8th day of December, 1953. 


Texas Eastern TRANSMISSION 
CorPorATION 

By s/ B. D. Goopricu 
TRANSCONTINENTAL Gas PrrE 
Live Corporation 

By s/ Tom WALKER 

ATTEST: 
s/ S. L. Roserrson, JR., 
Secretary. 


ATTEST : 
s/ Tom H. Wueat, 
Secretary. 
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Exuisir A 


Natrona SECURITY PROVISIONS 


1. The pipelines are considered a war reserve facility 
and as such will be of vital importance to the nation in time 
of emergency. The administration of these national secu- 
rity provisions will be the responsibility of the Secretary 
of the Army. 

2. A dormant estate for a period of twenty (20) years 
is reserved by the Government which estate may be ac- 
tivated for one or more periods not exceeding five (5) 
years duration each. At the completion of the twenty-year 
period commencing on the date of the delivery of the deed, 
the grantee will have clear and complete title. 

3. The grantee or the Secretary of the Army may at any 
time cause a re-examination of the necessity for continuing 
the dormant estate; provided, however, that the grantee 
may request such re-examination not more frequently than 
once in each year. Such estate may be discontinued at any 
time during the twenty-year period when the Secretary of 
the Army determines such action consistent with the 
national defense. 

4, The dormant estate may be activated by the Secretary 
of the Army at any time, and from time to time prior to 
the expiration of the twenty-year period by written instruc- 
tions to the grantee, whenever, in the opinion of the Secre- 
tary considerations of national defense so require. In the 
event the dormant estate is so activated, the Government 
shall have the right to full possession and use of the pipe- 
lines, land, improvements, equipment, machinery, facilities 
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and other property covered by this deed (hereinafter col- 
lectively called the ‘‘pipeline facilities’’), or such part 
thereof as the Secretary may specify, until such time subject 
to the limitations of paragraph 2 hereof, as the Secretary 
shall determine that considerations of national defense no 
longer require use of such property by the Government. 

5. When, in the opinion of the Secretary of the Army, it 
becomes necessary for the Government to utilize the pro- 
ductive capacity of the pipeline facilities, or any part there- 
of, for purposes of national defense, the Government will 
undertake to negotiate a contract with the grantee cover- 
ing the operation of such property, provided the grantee 
is, in the opinion of the Secretary, qualified to perform such 
work. In the event such a contract is not entered into with 
the grantee within a period of fifteen (15) days, the Govern- 
ment will proceed to activate the dormant estate. 

6. The grantee, upon receipt of written notice from the 
Secretary of the Army, that the dormant estate has been 
activated, will immediately 
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proceed to comply with the directions of the Secretary with 
respect to: (i) the removal of such improvements, fixtures, 
alterations, machinery and other equipment as are specified 
in the notice, whether or not such items were purchased 
by the grantee as a part of the pipeline facilities, and which 
in the opinion of the Secretary will interfere with the op- 
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eration of the pipeline facilities by the Government; and 
(ii) the restoration of the pipeline facilities to the same 
operating condition, ordinary wear and tear excepted, as 
existed at the time of sale; and (iii) in the event the grantee 
had been using the lines for the transportation of gas, 
connecting the lines with the pumps and otherwise placing 
them in operating condition for the transportation of petro- 
leum and petroleum products. Such work shall be per- 
formed in accordance with the directions contained in the 
notice, and shall be completed in the shortest possible time 
but in no event in excess ef ninety (90) days from the date 
written notice is received. Immediately after the com- 
pletion of such work or upon expiration of the ninety-day 
period, whichever first occurs, the grantee will vacate and 
peaceably surrender to the Government, or its designated 
representatives or agents, possession of all the pipeline 
facilities or such portion thereof as is specified in the 
notice. 

7. In the event the dormant estate is activated, the Gov- 
ernment will: 


(a) Reimburse the grantee for reasonable costs and 
expenses incurred in complying with the directions of 
the Secretary given pursuant to paragraph 6. 

(b) Reimburse the grantee for the reasonable costs 
and expenses incurred in reconstructing any buildings or 
other improvements and in reinstalling any machinery, 
equipment or facilities which were removed pursuant to 
the directions of the Secretary. 

(c) Pay to the grantee the reasonable value of the 
petroleum, gas or other products contained in the pipe- 
lines at the time of the activation of the dormant estate. 


8. During the period or periods that the dormant estate 
is activated, the Government will pay to Chemical Bank & 
Trust Company, or its successor, as Depositary Trustee 
under a Trust Agreement, dated November 1, 1947, among 
the grantee, Manufacturers Trust Company, as co-Trustee 
under an indenture of the company dated November 1, 1947, 
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and Chemical Bank & Trust Company, as Depositary 
Trustee, reasonable compensation for the use of the pipe- 
line facilities, at a rate to be fixed by the Secretary of the 
Army, which rate shall not be in excess of the then prevail- 
ing normal rental for similar transportation properties. 
The Government shall have no responsibility whatsoever 
with respect to the disposition by Chemical Bank & Trust 


Issued by: I. D. Bufkin, Manager of Rates 
Issued on: September 27, 1954 
Effective: November 1, 1954 
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Company, or its successor, as Depositary Trustee under 
said Trust Agreement, of payments so made to it, and such 
payments shall, to the extent thereof, discharge the Govern- 
ment’s obligation under this Section 8 to make payment 
of compensation for use of the pipeline facilities. The pro- 
visions of this Section 8 shall enure directly in favor of 
Chemical Bank & Trust Company, or its successor, as 
Depositary Trustee under said Trust Agreement. 

9. The Government’s liability shall be limited to the 
payment of the amounts mentioned in paragraphs 7 and 8 
hereof. 

10. During the twenty-year period, the grantee will not, 
without the written consent of the Secretary of the Army, 
alter or move the pipeline facilities or any part thereof in 
such manner as to impair or diminish their capacity at the 
time of the sale to transport petroleum and petroleum 
products, unless restoration to the original condition can 
be made within a period of ninety (90) days. 
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11. During the twenty-year period, the grantee will not 
without the written consent of the Secretary of the Army, 
remove, sell or dispose of the pipeline facilities or any part 
thereof if such removal, sale or disposition would materially 
reduce the capacity of the pipeline facilities to transport 
petroleum and petroleum products, unless replacement is 
promptly made by equivalent property. 

12. During the twenty-year period, the grantee will main- 
tain at its expense all the pipeline facilities in such condi- 
tion that the pipeline facilities can, with reasonable modi- 
fications and restorations, be made ready for use in the 
transportation of petroleum and petroleum products in 
the shortest possible time but in no event in excess of ninety 
(90) days. 

13. The Secretary of the Army shall have the right to 
conduct an inspection or survey of the pipeline facilities 
at any time, subject to prior written notice to the grantee. 

14, When, in the opinion of the Secretary of the Army, 
the grantee fails to comply with its obligations hereunder, 
the Government shall have the right to take full possession 
of the pipeline facilities and to cause to be performed such 
work as the grantee failed to perform. The grantee shall 
reimburse the Government for all costs and expenses in- 
curred by it in taking possession of the pipeline facilities 
and in connection with such work except such costs and 
expenses as are reimbursable to the grantee by the Gov- 
ernment pursuant to paragraph 7 hereof. Upon the com- 
pletion of such work, possession of the property will be 
returned to the grantee unless the dormant estate has been 
activated in the interim. 


Issued by: I. D. Bufkin, Manager of Rates 
Issued on: September 27, 1954 
Effective: November 1, 1954 
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15. In the event the pipeline facilities are destroyed or 
substantially damaged prior to the expiration of the twenty- 
year period, the Secretary of the Army will review the 
necessity for reserving the dormant estate. 

16. If prior to the expiration of the twenty-year period 
it is determined by the Secretary of the Army that the 
dormant estate need no longer be reserved, the War Assets 
Administration or its successor will execute and deliver an 
appropriate conveyance of the dormant estate to the 
grantee. 


Issued by: I. D. Bufkin, Manager of Rates 
Issued on: September 27, 1954 
Effective: November 1, 1954 
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Docket No. G- 
Exhibit P (ii) 
Sheet 8 of 8 
Hearing Exhibit No. 

Trxas EASTERN TRANSMISSION CORPORATION 

Allocation Volumes MCF @ 15.025 PSIA 
(System East of Station 21A) 


Calendar Year 1962 


(A) (B) (C) (D) ®) 
Winter Service Winter Service 
Line Peak Day Percent To Annual Percent To 
No. Volumes Total Volumes Total 


218,611,698 

53,929,971 

24,000 ,000 

11.677% 20 ,000 ,000 


Total Existing Pipe- 
line System 316,541,669 
. Leidy Storage 
. Winter Service 100% 15,000,000 
. Oakford Storage 
Storage Service X-28... 12,000 ,000 
Other Use 7 13 ,000 ,000 
Winter Service 33 38.095% 5,000,000 


Total Oakford Storage 350,000 30,000 ,000 
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[5062] 


Unrrep States or AMERICA 


FerperaL Power CoMMIssION 


Before Commissioners: Jerome K. Kuykendall, Chairman ; 
Frederick Stueck and William R. Connole 


Docket Nos. G-18968 and G-18969, G-18970, G-19181, G-18961 


Texas Eastern Transmission Corporation, ALGONQUIN Gas 
TpansMissIon Company, TRANSCONTINENTAL Gas Pree Lx 
Corporation, New Yorx Srare Natura Gas Corpora- 
q10N, Texas Eastern TRANSMISSION CORPORATION, TRaNs- 
CONTINENTAL Gas Prez Line Corporation 


Orper Permitting INTERVENTION 


(Issued April 25, 1960) 


Petitions seeking leave to intervene in all of the above- 
entitled consolidated proceedings were timely filed by the 
named petitioners on the dates indicated: 


Petitioner 


The Brooklyn Union Gas Company 
Public Service Electric and Gas Company eieree . 
Philadelphia Electric Company .... April 15, 1960 
Consolidated Edison Company of New York, Inc April 15, 1960 
Joint petition of 

The Manufacturers Light and Heat Company and 

The Ohio Fuel Gas Com: April 4, 1960 
City of Pittsburgh, Pennsylvania April 18, 1960 


Petitions seeking leave to intervene in Docket No. G-18969 

were timely filed as follows: 
Petitioner 

MidSouth Gas Co! 
Mississippi Vall 
Indiana Gas & 

On August 11, 1959, New Jersey Natural Gas Company 
filed petitions to intervene in Docket Nos. G-18969 and 
G-18970. 
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Petitions seeking leave to intervene in Docket Nos. G- 
18968 and G-18969 were timely filed as follows: 


Petitioner Date 


Long Island Lighting Company November 13, 1959 
United Gas Improvement sete .... December 9, 1959 
Equitable Gas Company April 12, 1960 


On April 14, 1960, a joint petition seeking leave to inter- 
vene in Docket No. G-18970 was timely filed by the follow- 
ing: 


Boston Gas oe New Haven Gas Com 

Bristol and Warren Gas Company The Newport Gas Light ( Company 
Brockton Tauton Gas Company North Attleboro Gas Company 
Buzzards Bay Gas Company Norwood Gas Company 

The Connecticut Gas Company The Pequot Gas Company 

Fall River Gas Company Providence Gas Company 

The Hartford Electric Light Company South County Gas Company 

The Hartford Gas Company Worcester Gas Light Company 


The Commission finds: 


The participation of the above-named petitioners in these 


proceedings, may be in the public interest. 


The Commission orders: 


The above-named petitioners, be and they are hereby per- 
mitted to become interveners in the above-entitled proceed- 
ings as requested, subject to the rules and regulations of 
the Commission: Provided, however, that the participation 
of such interveners shall be limited to matters affecting as- 
serted rights and interests as specifically set forth in “said 
petitions “for leave to intervene; and Provided, further, that 
the admission of such interveners shall not be construed 
as recognition by the Commission that they or any of them 
might be aggrieved because of any order or orders of the 
Commission entered in this consolidated proceeding. 


By the Commission. 
Josern H. Gurrwe, 
Secretary. 


[5120] 


Decision, Upon Applications For Certificates Of Public 
Convenience And Necessity Under Section 7 of the Natural 
Gas Act, Texas Eastern, et al., G-18968, et al., filed July 22, 
1960. 


Woopart, Presmrxc Examiner: This consolidated pro- 
ceeding involves six applications for certificates of public 
convenience and necessity under Section 7 of the Natural 
Gas Act, as follows: 


1. In Docket No. G-18968, Texas Eastern Transmission 
Corporation (Texas Eastern) seeks authorization to 
render the proposed new long-term Winter Service 
(WS)? to Equitable Gas Company (of Pittsburgh, 
Pa.), hereinafter referred to as ‘‘Equitable’’ in the 
Maximum Daily Quantity (MDQ) of 1,500 Mcfd and 
90M?cf Winter Contract Quantity (WCQ).? 

. In Docket No. G-18969, Texas Eastern seeks authori- 
zation to construct and operate natural gas pipeline 
facilities to render the new Winter Service to the 
following customers (including Equitable) in the 
volumes shown: 


1Proposed Winter Service Rate Schedule, (Exhibit 10). 
2 Volumes will be shown at 15.025 psia, with comparative volumes at 
14.73 psia sometimes furnished for convenience. 
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Maximum Daily Quantit: 
MDQ) s 


Mef at 
23 Customers A i 14.73 psia 
Algonquin Gas Transmission Company 
Arkansas-Missouri Power ces oe 
Associated Natural Gas Company 
The Brooklyn Union Gas Som peny 
Consolidated Edison Co. of New York, Inc 


Lewistown Gas Company 

Long Island Lighting Company 

MidSouth Gas Company 

Mississippi Valley Gas Company 

Missouri Utilities Compan; 

New Jersey Natural Gas Company... 

Ohio Valley Gas Corporation 

Philadelphia Electric Company 

Philadelphia Gas Works Division of 
The United Gas Improvement Company 

Pottsville Gas Company 

Public Service Electric and Gas Company 

Shippensburg Gas Company 

Waynesburg Home Gas Company 
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In Docket No. G-18969, Texas Eastern seeks authorization 
to construct and operate the following described facilities: 


a. Approximately 83 miles of a 24-inch pipeline extend- 
ing from its Perulack Station in Juniata County, 
Pennsylvania, to the Leidy and Tamarack Storage 
Pools in Potter, Clinton and Cameron Counties, 
Pennsylvania. 

. Approximately 39.6 miles of 36-inch pipe-line loops 
along its existing 20-inch lines between Station No. 
26, Hunterdon County, New Jersey, and Station No. 
27 located near Linden, Union County, New Jersey. 

c. Approximately 65.5 miles of 30-inch pipeline loops 
along its existing 24inch pipeline between its Peru- 
lack, Pennsylvania, Compressor Station and Station 
No. 26 near Lambertville, New Jersey. 
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. Approximately 3.2 miles of 30-inch pipeline loops 
from Station No. 27, Union County, New Jersey, to 
Staten Island, New York. 

. Approximately 22.7 miles of 20-inch pipeline loops 
between its Station No. 25 in Chester County, Penn- 
sylvania, and Chester Junction on the South Phila- 
delphia lateral. 

f. A new 3,300 HP compressor station at Perulack, 
Juniata County, Pennsylvania. 
g. Measuring and regulating stations, as follows: 


One near Amory, Mississippi, for deliveries to 
Mississippi Valley Gas Company. 


One on Staten Island for deliveries to Long Island 
Lighting Company, Consolidated Edison Company 
of New York, Inc., and The Brooklyn Union Gas 
Co. 


Additional measuring equipment at Texas East- 
ern’s existing measuring and regulating station 
at Bound Brook, New Jersey, for deliveries to 


New Jersey Natural Gas Company. 


The location of the facilities, all of which are east of 
Texas Eastern’s Station 21-A, near Connellsville, Pennsyl- 
vania, and the Oakford Storage Field, with the exception 
of the measuring and regulating station near Amory, Mis- 
sissippi, are shown on Exhibits 3 and 4. 


[5122] 


The design of the project as well as the system capacity 
are shown by Exhibits 3, 4, 5 and 82. All the facilities for 
which a permanent certificate is sought in these proceed- 
ings were designed specifically for and are required and 
necessary to provide the additional capacity to make the 
Winter Service deliveries proposed with the exception of 
approximately 13.0 miles of the 39.6 miles of 36” loop line 
between Stations Nos. 26 and 27 (Exh. 82, p. 4). Itis Ap- 
plicant’s position that the 13.0 miles of loop should be con- 
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structed simultaneously with the other construction in order 
to minimize the total cost of the complete loop line. (Exh. 
82; I'r. 4 and 5) The testimony shows that the construc- 
tion of this 13.0 miles of 36” pipeline will result in economy 
of construction and many advantages to Texas Eastern 
and its customers. Such construction is not unusual in the 
industry. (Tr. 536-540) 

The Winter Service proposed in these proceedings is 
made possible principally because of the availability of 
off-peak capacity on Texas Eastern’s system. (See Ap- 
pendix A attached hereto) 

It is not necessary for Texas Eastern to design and con- 
stract any facilities from the source of its gas supply in 
Texas and Louisiana to its storage area in Pennsylvania 
in order to provide capacity to inject gas into storage in 
order to make the proposed WS sales. The evidence con- 
clusively shows that sufficient off-peak capacity exists from 
the sources of supply to the storage fields sufficient to trans- 
port all volumes of Winter Service gas and to make de- 
liveries of the proposed volumes of ACQ gas to the Con- 
solidated Companies. There is no substantial evidence to 
the contrary. (See Appendix A) 

The record fully establishes that, with the development 
of the Leidy Storage Field proposed in Docket No. G-18961 
Texas Eastern’s share of top storage capacity will be avail- 
able to it, which together with uncommitted capacity in 
the Oakford Storage Field, will provide sufficient capacity 
to meet all the requirements of Texas Eastern’s pronosed 
service in these dockets. (Exh. 21, 85, 8 and 82, pp. 10-11; 
Tr. 432-434) 

The estimates of Texas Eastern of its system require- 
ments for its presently authorized sales and the sales pro- 
posed in Dockets Nos. G-18968 and G-18969 for the years 
1961, 1962 and 1963 are reasonable and supported by un- 
controverted evidence in these proceedings. It is abun- 
dantly clear and uncontroverted by substantial evidence 
that after the addition of the facilities proposed to be con- 
structed Texas Eastern can render the services proposed. 
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The first full year of sales will be the 1961-62 Winter 
Period, with slightly less sales being made during the 1960- 
61 Winter Period. 

The aggregate Winter Contract Quantity (WCQ) re- 
lated to the total of the above Maximum Daily Quantities 
is 20,042,100 Mef at 15.025 psia (20,443,486 Mef at 14.73 
psia). Hight of the above-named Winter Service 


[5123] 


customers have made an election under the provisions of 
Section 2 of Texas Hastern’s Rate Schedule WS and the 
related total volume of Winter Storage Quantity is 2,498,931 
Mef at 15.025 psia (2,548,977 Mef at 14.73 psia). 

The reasons for proposing the Winter Service, and for 
its desirability, were concisely summarized by Mr. B. D. 
Goodrich, Senior Vice President of Texas Eastern in charge 
of the company’s Gas Division, who was called as a witness 
by the Columbia Companies. (Tr. 785) * 

He testified that the development of the proposed Winter 
Service was the result of several circumstances existing on 
the Texas Eastern system. (Tr. 787, 788) Texas Eastern 
has unused off-peak capacity in its pipeline system west of 
its storage fields. Due to the inability of a number of its 
customers to take their full annual contract quantities of 
firm gas, Texas Eastern has historically found itself with 
excess gas on its hands during the summer season and fre- 
quently found itself in the position where it has had to pay 
gas suppliers for gas that could not be taken into the Texas 
Hastern system and disposed of. Texas Eastern has also 
had unused capacity in its storage fields not required for 
serving its existing customers. These factors, coupled 
with the increasing demand in the market area served by 
Texas Eastern for some sort of a winter storage service 
to help meet the rapidly growing residential house heating 


3Qhio Fuel Gas Company (Ohio) and The Manufacturers Light and 
Heat Company (Manufacturers), subsidiaries of the Columbia System, 
joint interveners herein. 
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load, led Texas Eastern to develop the proposed Winter 
Service. 

The proposed Winter Service is a firm service rendered 
from storage during the 151-day winter period from Novem- 
ber 16 to April 15. Off-peak gas is placed into storage 
during the summer to meet the demands of this service. 
(Exh. 82, pp. 10-11; Tr. 422-434) Because of the special 
provisions of the service, customers will be given flexibility 
in adjusting their takes during the winter. (Exh. 83, p. 5) 
The Winter Service customers will execute long-term con- 
tracts for a specified annual quantity of gas, known as the 
Winter Contract Quantity (WCQ) and will be allowed to 
take up to a Maximum Daily Quantity of 1/60th of this 
amount. The Average Daily Quantity (ADQ), being the 
Winter Contract Quantity, divided by 90, is used as the 
billing demand. The service agreements contain a 100 per- 
cent take or pay for provision, applicable to the Winter 
Contract Quantity less whatever gas the customers have 
placed into storage under the option. An additional feature 
of the proposed Winter Service is the storage option pro- 
vision permitting a customer taking gas under Texas East- 
ern’s DCQ or GS rate schedule to have up to 30 percent 
of its Winter Contract Quantity put into storage by back- 
ing off on its takes of DCQ or GS gas during the summer 
months. (Exh. 83, p. 6 and Exh. 10) By exercising this 
option such a customer would either be able to improve its 
DCQ or GS service load factor or be able to have gas go 
into storage for use during peak load periods that other- 
wise would be sold as interruptible gas or used as boiler 
fuel. (Exh. 10). 


[5124] 


All of Texas Eastern’s customers, including the Colum- 
bia Companies, were given the opportunity to take Winter 
Service. (Tr. 796-798) The Columbia Companies, owners 
of extensive storage facilities, did not avail themselves of 
the opportunity to take the proposed service because its 
policy witness Batten testified it could obtain storage serv- 
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ice from its own storage fields more cheaply. But its own 
statement may disprove that claim . (See Algonquin’s Re- 
ply Brief, p. 14, footnote 11) (Tr. 1394) 

During 1959 the Columbia System withdrew from storage 
144,802,981 Mef out of 204,582,094 Mef of top storage ca- 
pacity available for withdrawal (Tr. 1534) or 60 M®cf of 
top storage unused, which is more than the total 45 M®cf 
of top storage capacity available to Texas Eastern. 

By combining the use of its off-peak pipeline capacity 
west of storage with gas available during off-peak periods 
and unused storage capacity, Texas Eastern will not only 
be able to make more efficient use of its pipeline and facili- 
ties to the benefit of all of its customers, but will provide 
a type of Winter Service that will help its customers meet 
the winter time heating demands of their consumers. (Tr. 
787) 

Clearly, as the witness for the Staff, Mr. Curry, testified, 
the proposed Winter Service is a desirable service and is 
in the public interest. The Staff witness, Mr. Curry, sum- 
marized the desirability of the Winter Service as follows: 


“A. * * © T believe the type of service proposed, i.e, 
Winter Service is a desirable service and is in the 
public interest. In effect it substitutes one peak shav- 
ing service by the pipeline supplier for individual 
peak shaving by many of the distributor customers. 
It seems apparent that the substitution of one for many 
services should be a worthwhile economy so long as 
the customers who do not want such a service are not 
required to pay for it or to subsidize those who do 
want the service by contributing to its cost. Actually 
in this project I believe all customers benefit under 
the rates I have proposed since the off-peak volumes 
of gas put into storage for Winter Service bear a fair 
share of the existing demand costs and the cost of 
the new facilities is borne only by those receiving 
Winter Service. The proposed operation should re- 
sult in a higher load factor as related to present pipe- 
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line capacity because of the summer deliveries to stor- 
age.’? (Exh. 136, p. 10) * 


[5125] 


On December 24, 1959, pursuant to an application for a 
temporary certificate filed by Texas Eastern in Dockets 
Nos. G-18968 and G-18969, the Commission granted Texas 
Eastern temporary authorization in such dockets to con- 
struct and operate a portion of the facilities applied for 
and to render a Winter Service to the parties described in 
such application until November 15, 1960. Such temporarily 
authorized facilities consist of approximately 3.2 miles of 
30-inch pipeline loop from Texas Hastern’s compressor 
station in Union County, New Jersey, to Staten Island, 
New York (the estimated 3.5 miles turned out to actually 
be only 3.2 miles), and approximately 12.24 miles of 30- 
inch pipeline loop from a point east of the Bechtesville 
Compressor Station in Pennsylvania to connect with an 
existing 30-inch pipeline loop west of Lambertsville, New 
Jersey. 


Capital Cost of Proposed Facilities 


Texas Eastern has proved the estimated total capital cost 
of the facilities proposed by it in Docket No. G-18969 and 
of the development of its share of the Leidy Storage Field 
in Docket No. G-18961 (Exhs. 6 and 75) to be $49,677,700 
(Exh. 6, p. 1) by uncontroverted evidence. The estimated 
total construction cost of the facilities proposed in Docket 
No. G-18969 is $40,668,000. (Exh. 6, pp. 2-17) The esti- 
mated cost of development of Texas Eastern’s share of 
capacity in the Leidy Storage Field is $8,022,400. (Exh. 
6, p. 18) In addition, the estimated interest during con- 


4 Applications seeking authorization to perform the same services were 
filed on October 6, 1958, and January 26, 1959, in Dockets Nos. G-16505 
and G-17652, respectively, but were rejected by the Commission on June 
19, 1959, for failure of another party to file a dependent companion appli- 
cation. 
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struction and the cost of securing a certificate is $987,300. 
(Exh. 6, p. 1, Exh. 75, p. 15; Tr. 222) 

3. In Docket No. G-18969, Texas Eastern also seeks au- 
thorization to sell and deliver up to 20,000,000 Mef of An- 
nual Contract Quantity gas service (under its presently 
effective Rate Schedule ACQ-C) at the presently effective 
rate to four subsidiary companies (which presently receive 
such service) of the Consolidated Natural Gas System, as 
joint customers, namely, The East Ohio Gas Company, 
The Peoples Natural Gas Company, New York State Nat- 
ural Gas Corporation (NY Natural) and Hope Natural Gas 
Company (hereinafter referred to as the Consolidated Com- 
panies), for a primary period of 20 years commencing 
January 1, 1961, and thereafter from year to year until ter- 
minated by Texas Eastern or the customers upon 12 months 
written notice. This identical service has been rendered 
under a contract dated March 20, 1957, as certificated by the 
Commission by its order of July 18, 1958, in Docket No. 
G-12177 (20 F.P.C. 56). 

Under Texas Eastern’s existing Rate Schedule ACQ-C, 
Texas Eastern is obligated to deliver during each year a 
quantity of natural gas equal to the Annual Contract Quan- 
tity (ACQ) specified in the service agreement between such 
buyer and Texas Eastern. Texas Eastern may not make de- 
liveries under Rate Schedule ACQ when such deliveries will 
impair its ability to meet obligations under other firm gas 
rate schedules; however, deliveries under such rate sched- 
ule have priority over deliveries under Texas Hastern’s 
Rate Schedule I—Interruptible Service. The proposed 
ACQ service to the Consolidated Companies can be ren- 
dered by means of Texas Hastern’s 


[5126] 


existing facilities. No new facilities are proposed to be 
constructed or used for this service. The continuation 
of the proposed ACQ service to the Consolidated Compa- 
nies is uncontested both as to the provisions governing 
such service and the rate under which such service is to be 
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performed.* The uncontroverted evidence clearly estab- 
lishes that the continuation of such service is required 
by the present and future public convenience and necessity. 
Columbia’s proposed denial is discussed below. 

4. In Docket No. G-18961, Texas Eastern, NY Natural 
and Transcontinental Gas Pipe Line Corporation (Transco) 
seek authorization to construct and operate facilities for 
the development and utilization of the Leidy Storage Field 
in Potter, Clinton and Cameron Counties, Pennsylvania, 
to the extent of Texas Eastern’s share of capacity of the 
Leidy and Tamarack Storage Fields. Such development 
and utilization is necessary to enable Texas Hastern to 
render the Winter Service proposed in Dockets Nos. 
G-18968 and G-18969. This joint application was filed 
with the Commission on July 14, 1959. Texas Eastern 
has heretofore acquired an undivided one-fourth interest 
in the Leidy and Tamarack Storage Fields pursuant to 
Commission authorization in Docket No. G-13793 (20 F.P.C. 
264), Exhibit 18, Tr. 1657-1660. The proposal relates to 
the agreement between the parties dated July 6, 1959, and 
April 14, 1960, designated as Amendments Nos. 2 and 3 
to the Transfer and Storage Agreement, dated September 
18, 1958, as amended on March 2, 1959, and the plan of 
partial development of Texas Eastern’s share of the stor- 
age capacity as set forth as Amended Appendix G to that 
Amendment. (Exh. 20) The original agreement is on 
file and in effect as Rate Schedule X-6 in NY Natural’s 
FPC Gas Tariff, Original Volume No. 2, as authorized in 
Docket No. G-13793 by Commission’s Opinion No. 315 and 
order issued September 4, 1958, as a part of the consoli- 
dated matter of Transco, Docket No. G-13143 et al., in 
which proceeding a plan for the development of Transco’s 
one-quarter share in the top storage capacity of these 
storage fields and for the rendering to its customers of 


5 See, however, NY Natural’s initial brief, pp. 9 and 10. When the 
proposed amendment of Rate Schedule ACQ-C is made under the pro- 
posed condition which is adopted herein these Consolidated Companies 
can no longer maintain the suggested position that these rates must be 
reduced in a future rate case. 
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a storage service was approved. The facilities there ap- 
proved for construction by Transco were 193 miles of 
233¢-inch transmission line extending from Transco’s main 
36-inch transmission line in New Jersey to the Leidy 
Field. (Exh. 68) 

The evidence relating to the proposed construction and 
operation was developed and presented by NY Natural’s 
witnesses. (Bxhs. 18-21; 85-86) Transco is required to 
pay one-half of the cost of these additional storage field 
facilities, estimated to cost $5,640,762, (Exh. 19, pp. 13, 
14; Exh. 85, pp. 3, 4) or $2,820,381. (Exh. 72, p. 3, line 3) 
Texas Eastern will reimburse Transco 50 percent of the 
initial development cost, less acquisition cost and cost of 
base gas, which reimbursement will cover the estimated 
cost of the Compressor Station 54 applied for by Transco 
in Docket No. G-19181 herein, and Transco’s share of the 
additional cost of field facilities applied for in Docket 
No. G-18961 herein and still provide a net increase of 
$2,040,078 in Transco’s cash position. (Exh. 72, p. 3, line 
11) Transco established by uncontroverted evidence that 
its construction costs can be financed readily and that 
operating expenses will 


[5127] 


have a de minimus effect on system revenues, expenses 
and income. (Quinn, Exh. 130) There is no revenue 
effect as there are no sales or services by Transco herein 
proposed or involved. The operating expenses in the third 
year (assumed to be 1963) are more than offset by the 
reduction in Transco’s share of field operating expenses 
when Texas Eastern begins utilization of its share of top 
storage capacity in the Leidy Field. (Exh. 73, p. 3) 

In Docket No. G-18961, it is proposed to further develop 
the Leidy Storage Field to the extent of Texas Hastern’s 
share of the Leidy and Tamarack Storage Fields by the 
construction and operation of additional facilities and the 
performance of certain other work including the injection 
of base storage gas in the Leidy Storage Field. The 
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facilities and such other work estimated to be necessary 
for the development and utilization by Texas Eastern 
of its share of such Storage Fields are set forth on Pages 
13 and 14 of Exhibit 19 and consist of the construction 
and operation of additional pipelines, measuring equip- 
ment, compression and appurtenances thereto to the exist- 
ing compressor station in the Leidy Storage Field and 
the performance of work on certain wells. The evidence 
demonstrates that the facilities will be adequate to carry 
out the further partial development of the Leidy Storage 
Pool to provide 15,000,000 Mef top storage capacity pro- 
posed for Texas Eastern, in addition to the 15,000,000 
Mcef of such capacity already authorized and developed 
for Transco. 

The substantial, undisputed evidence of record shows 
that the granting of the application in Docket No. G-18961 
is required by public convenience and necessity. 

5. In Docket No. G-19181 Transco proposed to construct 
and operate a new 6,000 BHP Compressor Station (No. 54) 
on the Leidy line, which will be required when Texas 
Eastern’s share of Leidy Field is developed, to permit 
Transco to meet its obligations under the Transfer and 
Storage Agreement to deliver gas to NY Natural, the 
Field Operator, at not less than the pressure of 1,000 psig. 

Transco’s evidence shows the location of the new Com- 
pressor Station 54 and the operating conditions, at maxi- 
mum capacity, on the Leidy transmission line, with the 
new station installed. (Exhs. 68 and 69) The maximum 
operating condition shown assumes the construction of 
the facilities proposed in Transco’s 1960 expansion applica- 
tion (Docket No. G-20107 et al.) which is currently in 
hearing and which is moving toward decision alongside 
this proceeding. The testimony of Transco’s engineering 
witnesses showed that the proposed facilities, including 
contingencies and interest during construction, will cost 
$2,995,000, that the estimated cost is reasonable and ade- 
quate and that the proposed facilities are necessary and 
adequate for the operations proposed. (James Fowler, 
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Exh. 128; Raymond Crowe, Exh. 129; see also Exh. 70) 
The exclusive uncontroverted evidence establishes that 
the granting of this application is required by the public 
convenience and necessity. 


[5128] 


6. On July 14, 1959, and March 23, 1960, Algonquin Gas 
Transmission Company (Algonquin), a Delaware corpora- 
tion having its principal place of business in Boston, Massa- 
chusetts, filed in Docket No. G-18970 an application and 
two supplements thereto, pursuant to Section 7(c) of the 
Natural Gas Act for a certificate of public convenience and 
necessity authorizing the construction and operation of 
designated facilities necessary for the rendition of a new 
service to 18 of its 23 existing firm customers. 

Algonquin seeks authorization to sell on a long-term 
basis the following Maximum Daily Quantities (MDQ) and 
Winter Contract Quantities (WCQ) of gas under its winter 
service Rate Schedule WS-1 to the following customers : 


we 


MDQ 2 
(Mcf @ _ (Mef 

14.73 psia) 14.73 psia) 

1,710,000 

24,000 

312,000 


bn 
1 
_ 


Buzzards Bay Gas Co. 
Connecticut Gas Co 
Fall River Gas Co 
Hartford Electric Light Co. 
Hartford Gas Co 
New Haven Gas Co 

Natural Gas Co.‘... 
Newport Gas Light Co. 
North Attleboro Gas Co. 


BB aBREess: 
3333588 


F aSes 
BSS88238 
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The first full year of such sales will be the 1961-62 winter 
period. Winter service sales during the 1960-61 period 
will be slightly less in volume. 


The gas supply required to make the proposed WS sales 
will be purchased from Texas Eastern. (Exh. 110, p. 6) 
Texas Eastern seeks authorization in its Docket No. G- 
18969 to sell and deliver to Algonquin on a long-term basis 
under its Rate Schedule WS a Maximum Daily Quantity 
of 75,217 Mef and a Winter Contract Quantity of 4,513,021 
Mef, both at 14.73 psia. 


[5129] 


The needs of Algonquin’s customers for the volumes of 
natural gas proposed to be sold to them by Algonquin in 
Docket No. G-18970 have not been questioned. Each of 
Algonquin’s customers desiring to purchase Winter Service 
gas has presented testimony in this proceeding as to its 
respective need. Practically speaking, the only cross- 
examination of these witnesses related either to the nature 
and extent of their production facilities for peak-shaving 
purposes or the value to them of the proposed WS service 

The bases for the estimated needs of Algonquin’s custo- 
mers have been fully explained by representatives from 
each of the 18 customers desiring WS service. (Exhs. 50- 
67) Witness Thorn testified that, based on his negotia- 
tions with the Winter Service customers, he had been as- 
sured that they would purchase their estimated needs, 

The reasonableness of such market estimates has been 
convincingly demonstrated. 

This new Winter Service will provide long-term firm 
service to Algonquin’s customers during the period from 
November 16 through April 15 on a long-term basis.7 As 


7 Algonquin first proposed its Winter Service project in an application 
filed October 7, 1958, in Docket No. G-16506. The Commission granted 
Algonquin a temporary certificate dated December 5, 1958, to render win- 
ter peaking service, as proposed in G-16506, during the winter period 
ending April 15, 1959. Algonquin rendered this temporarily-authorized 
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proposed, Winter Service will be provided during each 
winter period and will terminate on April 15, 1978. 

Algonquin has rendered the proposed Winter Service 
to its customers during the 1959-60 winter period as a 
result of the issuance of temporary certificates, each dated 
December 24, 1959, to Texas Eastern in Docket No. G-18969 
and to Algonquin in Docket No. G-18970. Based upon the 
temporary certificates granted in Dockets Nos. G-16506 
and G-18970, Algonquin has rendered during the past two 
winters the Winter Service for which it seeks final authori- 
zation on a long-term basis. Algonquin was also author- 
ized to construct and operate designated facilities required 
to render the temporarily authorized service; these facili- 
ties are a part of the facilities proposed in Docket No. 
G-18970 for all of which Algonquin presently seeks a per- 
manent certificate. 

By its ‘“‘Notice of Applications, Consolidation of Proceed- 
ings and Date of Hearing’, dated March 22, 1960, the 
Commission set Algonquin’s application in Docket No. G- 
18970 for hearing and consolidated it with the above-cap- 
tioned dockets. Hearings in this consolidated proceeding 
commenced on May 2, 1960, and terminated on June 10, 
1960. 

[5130] 


Algonquin’s application is primarily related to the ap- 
plication of Texas Eastern in Docket No. G-18969. Texas 
Eastern is the sole supplier of Algonquin and the latter’s 
proposed Winter Service depends upon the sale of Winter 
Service gas by Texas Eastern to Algonquin, as proposed 
in Docket No. G-18969. 

The terms and conditions of Algonquin’s Winter Serv- 
ice are set out in detail in Exhibit 46 herein, as such is 
modified by the testimony of John B. Thorn, Algonquin’s 
i ee SS 
service. However, on June 19, 1959, the Commission rejected Algon- 
quin’s application in Docket No. G-16506 solely because of the failure 
of another party to make a “necessary companion filing.” Shortly after 
this rejection, Algonquin filed its instant application in Docket No. 
G-18970. 579 
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-Vice President, Sales and Rates (Tr. 1082, 83). Essentially, 

Algonquin’s proposed Winter Service, which is available 
to all customers purchasing under Algonquin’s Rate Sched- 
cule F-1, is a long-term firm winter service to be rendered 
each winter beginning on November 16 and continuing 
through the next succeeding April 15. Algonquin shall be 
- obligated to deliver to a purchaser under its Rate Schedule 
WS-1 (Exh. 46) a quantity of gas designated as the Win- 
ter Contract Quantity during such winter period and a 
quantity of gas designated as the Maximum Daily Quan- 
tity on any given day within such winter period. 

Before filing its application in Docket No. G-18970, Algon- 
quin conducted a survey of all of its F-1 customers and 
determined that 18 of its existing F-1 customers were eager 
to avail themselves of the proposed Winter Service. (Exh. 
110, pp. 7-8) 


Algonquin’s Proposed Facilities 


Algonquin seeks permanent authorization to construct 
and operate the following facilities in order to perform its 


proposed Winter Service: 


(1) An additional 4,000 horsepower at its existing com- 
pressor station in Cromwell, Connecticut. 

(2) An initial installation of 4,000 horsepower at a 
new compressor station in Stony Point, New York. 

(3) 16.9 miles of 20-inch pipeline looping that portion 
of Algonquin’s 16-inch G-1 lateral from the main 
line at Mendon, Massachusetts to the Providence 
lateral tap in Attleboro, Massachusetts. 

(4) 13.0 miles of eight-inch pipeline looping that por- 
tion of Algonquin’s six-inch G-8 lateral from a 
point where the G-8 lateral connects with the G-1 
lateral in Freetown, Massachusetts. 


Of these facilities for which final authorization is sought, 
the additional 4,000 horsepower at Cromwell, six miles of 
the 20-inch looping, and three miles of the eight-inch loop- 
ing have already been installed pursuant to the Commis- 
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sion’s temporary certificate, dated December 24, 1959, in 
Docket No. G-18970. 
[5131] 


The location of all of the proposed facilities are depicted 
on Exhibit No. 49 (page 2). The estimated capital cost of 
these facilities is $5,502,200, which includes $2,972,000 for 
compressor construction and $2,529,700 for pipeline loops. 
(Exh. 48, p. 1; Exh. 111, p. 3) 

Elmer Anderson, Algonquin’s Chief Engineer, testified 
as to the reasonableness of the cost estimates and as to 
the capabilities of the proposed facilities to render Algon- 
quin’s Winter Service as proposed. (Exh. 111, pp. 4, 6; 
Tr. 1064-65) His testimony was not controverted. 


Financial Feasibility 


Algonquin will finance the cost of its proposed facilities, 
totaling $5,502,200, through the use of retained earnings 
and the issuance of $2,000,000 of 596 percent bonds matur- 
ing in 1978. (Exh. 110, p. 8) The issuance of these bonds 
is a part of a $10,000,000 financing which was consummated 
in September 1959. Provision has also been made for ob- 
taining a $500,000 short-term bank loan, if additional work- 
ing capital is required in 1962. 

Certain of the proposed facilities, hitherto referred to, 
are presently installed pursuant to a temporary certificate. 
The estimated cost of the proposed facilities not yet in- 
stalled is $3,679,500. 

Witness Thorn testified that sufficient funds for payment 
of all of the proposed facilities will be made available by 
this plan of financing. (Exh. 110, p. 8) 


Algonquin’s Proposed Winter Service Rate 


As already indicated, Algonquin proposes to render its 
Winter Service at the flat rate of 89.5 cents per Mef, at 
14.73 psia. (Tr. 1083) This rate is designed to recover 
the cost of rendering the Winter Service, including a 6% 
percent return. (Exh. 47; Tr. 1082-83) 
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The cost support for Algonquin’s proposed WS-1 rate 
can be divided into two categories: (1) the cost of purchas- 
ing Winter Service gas from Texas Eastern at 68.3 cents 
per Mef and (2) the cost of transporting the Winter Serv- 
ice gas received from Texas Eastern at Lambertville, New 
Jersey, through Algonquin’s pipeline system. The cost of 
transporting the Winter Service gas is shown in detail on 
Exhibit No. 47. Neither the figures contained in Exhibit 
No. 47 nor the allocation principles applied in that exhibit 
have been questioned by any party in these proceedings. 
Staff Witness Curry recommended no change in Algon- 
quin’s proposed WS rate level, namely 89.5 cents, based 
upon the record and Texas Eastern’s proposed Winter 
Service rate in this consolidated proceeding. (Exh. 136, 
p- 11; Tr. 1165, 1166, 1181) ™ 


[5132] 


Exhibit 47 and the testimony of sponsoring Witness 
Thorn in regard thereto (Tr. 1083) have not been contro- 
verted. Within the scope of the instant Docket No. G-18970, 


there is substantial and sufficient basis for finding that 
Algonquin’s modified WS rate level is just and reasonable. 


Markets for Winter Service 


Presently authorized long-term firm sales commitments 
as well as the sales proposed in this docket are shown by 
Schedule 1, Exhibit 1. Schedule 2 of Exhibit 1 shows the 
proposed Winter Service sales during the four-year devel- 
opment period. Schedule 3 summarizes the estimated sales 
on an annual basis including the existing as well as the 
sales proposed hereby. Schedule 4 is a summary of esti- 
mated Winter Service deliveries on an annual basis for the 
years 1961, 1962 and 1963. Schedule 5 is a system gas 
balance for the years 1961, 1962 and 1963. Testimony sup- 
porting Exhibit 1 is contained in Exhibits 2 and 74. 


7 The increase in gas cost from Texas Eastern from 68.3 to 74.6 cents 
per Mef increases Algonquin’s rate from 89.5 to 95.8 cents per Mef. 
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The testimony shows that historically many of the cus- 
tomers consistently have not taken the maximum volumes 
of gas available to them under their contracts. Based on 
that experience Texas Eastern developed the WS service 
by using off-peak capacity and storage to make available 
a type of service to meet the winter requirements of its 
customers. 

Exhibits and testimony were introduced by all of the 
Winter Service customers and the Consolidated Companies 
which fully substantiated the need for the volumes of nat- 
ural gas proposed to be sold to them by Texas Eastern in 
these dockets under proposed Rate Schedule WS and Rate 
Schedule ACQ-C. (Exhs. 92-44 and 87-110) 

The uncontroverted evidence in these proceedings con- 
clusively proves that a market exists for the volumes of 
natural gas proposed to be sold and delivered under Texas 
Eastern’s Rate Schedule WS (Exh. 1, Sch. 3). The evi- 
dence establishes that Texas Eastern has entered into long- 
term service agreements with the Winter Service customers 
providing for the sale and delivery and the purchase by 
them of the proposed quantities of natural gas under Texas 


Eastern’s proposed Rate Schedule WS. (Ex. 10)*® 


Gas Supply 


The total gas supply in support of the services proposed 
in these proceedings is fully established by studies of gas 
reserves and availability in Exhibit 7 and by the testimony 
of Texas Eastern’s witnesses in Exhibits 76, 77 and 79. 

Exhibit 7 is a detailed study of the total system reserves 
and availability of gas to Texas Eastern which fully 


[5133] 


establishes that the total proven recoverable gas reserves 
committed and available to Texas Eastern from all sources 


8 The effect of the increase of the WS rate by 6.3 cents per Mef will 
require calculation by each customer. These customers paid 75 cents 
for temporary Winter Service. There is no evidence of any kind that 
the approved rate of 74.6 cents destroys the market for WS gas. 
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was 12,901,010,000 Mecf as of January 1, 1959. (Exh. 7, 
Vol. V, p. 12) 

The testimony shows that the method of determining re- 
serves used by Texas Eastern is in accordance with 
accepted industry practices. The testimony establishes be- 
yond doubt that on the basis of the proven gas reserves 
shown to be available to Texas Eastern, there is sufficient 
availability to meet the full system requirements, including 
the additional services proposed in these proceedings, for 
a period of thirteen years with declining availability there- 
after. (Tr. 253-254, 274; Exh. 76, pp. 17-18) Testimony 
in support of the estimated purchased gas costs was sub- 
mitted as Exhibit 79 and was not controverted. 

The ability of Texas Eastern to meet its full system re- 
quirements for thirteen years, through the year 1971, 
establishes not only the adequacy of its gas supply in 
support of the services proposed in these proceedings, but 
also its ability to continually improve its gas supply.™* 

The record establishes beyond question that Texas East- 
ern has an adequate gas supply and availability to meet 


all of its presently certificated contractual obligations to 
its customers as well as the additional services proposed 
in these proceedings. 


Economic Feasibility 


The evidence of Texas Eastern conclusively demonstrates 
that the project in Docket Nos. G-18968, G-18969 and G- 
18961 is economically feasible (Exh. 9; Tr. pp. 341, lines 
19, 22) Substantial evidence was presented to show that 
the estimated rate of return for the existing system of 
Texas Eastern and the facilities proposed to be con- 
structed and operated in Docketed Nos. G-18969 and G- 
18961 for the first three full years of service after such 
facilities are constructed, assuming that the facilities will 
be in operation on November 1, 1960, will be 6.16 percent, 


84 See: Opn. 259, issued Aug. 6, 1953, Docket G-1012. 
Opn. 296, issued Oct. 9, 1956, Docket G-2503. 
Opn. 322, Issued June 23, 1959, Docket G-12446. 
Opn. issued Sept. 30, 1957, Docket G-12227. 
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6.32 percent and 6.37 percent for the years 1961, 1962 and 
1963, respectively. (Exh. 9, p. 1) The higher WS rate 
will improve the return. 
[5134] 

Financibility 

Texas Eastern’s ability properly to finance its proposed 
projects in Docket Nos. G-18969 and G-18961 has been 
conelusively established and is uncontroverted. (Exhs. 
15, 16 and 81) It is planned to sell a total of 30 million 
dollars of new securities, and to meet the balance of capital 
requirements from funds on hand and cash generated from 
operations to provide the funds necessary for the construc- 
tion and development and other construction planned by 
Texas Eastern during 1960. (Exh. 81, p. 2 and Exhs. 
15 and 16) The ability of Texas Eastern to provide the 
balance of the capital requirements from funds on hand 
and cash generated from operations is fully established 
and is uncontroverted in this record. (Exhs. 12, 13 and 81, 


p. 2) 
The Columbia Companies and the City of Pittsburgh 


are the only parties to the proceeding who filed briefs 
contending that Texas Eastern’s application to render the 
proposed winter service should be denied. In addition, 
the Columbia Companies propose @ finding which would 
deny Texas Hastern’s application to continue to render 
ACQ service to the consolidated system campanies under 
its rate schedule ACQ-C, which is on file and in effect 
with the Federal Power Commission. 

The Staff of the Commission supports the issuance of 
all the certificates applied for in these consolidated pro- 
ceedings as well as the method for determining the cost 
of winter service used by Texas Eastern and the New 
York Companies,® except that it would price winter service 


9 A joint brief was filed by these New York Companies, namely, Con- 
solidated Edison Company of New York, Inc., The Brooklyn Union Gas 
Company and Long Island Lighting Company, interveners herein, who 
presented the rate expert, Robert §. Quig, Coordinator of the Manage- 
ment consulting Division of Ebasco Services, Inc., as @ witness. He pre- 
sented his study of the reasonable costs to be assigned. (Exh. 137) 
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gas into storage at a higher price than that proposed by 
Texas Eastern, which would result in a higher rate for the 
proposed winter service. 

It is undisputed that the customers of Texas Eastern 
need additional supplies of gas during the winter heating 
season to enable them to meet their requirements. It 
is equally undisputed that the proposed Winter Service 
will supply such volumes of gas.’ 


[5135] 


The evidence customarily required in a pipeline certifi- 
cate proceeding delating to the adequacy of the proposed 
facilities, their capital cost, the markets for the service, 
the gas supply, and financing was presented by Texas 
Eastern and Algonquin. No party to the proceeding in- 
troduced contra evidence on these matters and no party 
has indicated that it will seriously contest certification 
of the proposed service on any of these grounds. Hence, 
the one issue in controversy is the lawfulness of the level 
of Texas Eastern’s proposed Winter Service Rates (Tr. 
1429) involving the manner in which the storage facilities 
are treated in costing Winter Service. (Tr. 1378) 


The Opposition of the Columbia Companies 


The Columbia Companies for largely undisclosed reasons 
would have these applications denied. Their early and 
strenuous objections to them induced Texas Eastern in 
the spirit of compromise to stipulate that the rate question 
would be fully tried in this certificate case, and these 
companies were furnished much additional data which 
they requested. Special recesses for the benefit of these 
companies were granted and they put on an extensive 
opposition case with three witnesses and several exhibits. 


10 Deliveries of Winter Service gas have been made for the four pre- 
vious years under a certificate which expires January 1, 1961, pursuant 
to Commission authorization in Docket No. G-12177. The rate for tem- 
porary WS gas is 75 cents per Mcf. 
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Their policy witness, Batten—a Vice President and Chief 
Operations Officer of the Columbia Gas System, Inc.—stated 
that Columbia’s opposition was to the proposed rate rather 
than to the service itself; (Tr. 1429) but the brief ignored 
that logical limitation; so that it must be accepted that 
while reasons for opposing the rates were presented, the 
real opposition is intended to kill the project and destroy 
the proposed service for the other customers regardless 
of their need for it or the equitableness of the rates fixed 
for the service. One brief notes that Mr. Batten’s testi- 
mony appeared to be designed to correct any dog-in-the- 
manger impression that might have been created by the 
refusal of the storage-rich Columbia Companies to take 
the proposed Winter Service and their opposition to rendi- 
tion of the service to less fortunately situated companies. 
But the same brief reaches the sound conclusion that 
Columbia’s opposition to the proposed service rate is 
nothing more nor less than out-and-out opposition to the 
proposed service, and that it is the aim of the Columbia 
Companies, through the advocacy of a wholly inappropriate 


method of allocating costs, to kill the proposed Winter 
Service.” 


[5136] 


Two things need to be mentioned before proceeding to 
determine affirmatively the proper method of allocation and 
the proper resulting rate. 

First, the Columbia Companies (both witnesses and 
counsel) refused at any time to present the proper rate 
to be charged for Winter Service or to apply the proper 
methods of allocation to be used in determining the just 


11 Brief of the New York Companies, pages 14-15. It is significant 
also that the Columbia Companies’ brief (p. 39) proposes that the ACQ 
service under an existing rate schedule and at presently approved rates 
is not in the public service, although no such opposition to continued 
ACQ service to the Consolidated Companies had been made on the record 
and no evidence in opposition had been introduced. The rates are not 
in contest for ACQ service and can only be placed at issue by statutory 
methods under Sections 4 and 5 of the Natural Gas Act. 
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and reasonable rate. Witness Nissel asserted the posi- 
tion that the only correct procedure for determining the 
cost of Winter Service is a zone-by-zone cost of service 
study integrating storage into the system capacity, classi- 
fying cost in accordance with the cost behavior, and allo- 
cating it on the basis of sales and delivery pattern of 
all customers, (Exh. 140, pages 16 and 17), which method 
the witness admitted that he did not use. (Tr. 1548-49) 
He demanded that the principle of rolled-in rates be util- 
ized and storage be integrated into the system capacity. 
Taking all the evidence the Columbia Companies intro- 
duced, it is impossible to determine what such an asserted 
correct procedure of allocation would produce. Witness 
Stockhausen also repeated his asserted position that he 
had not designed a proper rate (Tr. 1436, 1486, 1527), 
although he developed average unit costs on a certain type 
of zone-by-zone method of cost allocation. Columbia coun- 
sel refused to state whether it was the position of the 
Columbia Companies that either Stockhausen’s or Nissel’s 
methods should be adopted in fixing a rate for the Ws 
service. (Tr. 1522-23) This is perhaps understandable 
when it is noted that absurd results destroy the entire 
study in any event. For example, Stockhausen reaches 
the absurd result in his costing methods of showing a 
volume of gas transported on a peak day (1,877,705 Mefd 
of gas flowing from Zone B to Zone C) in excess of the 
system capacity (the actual flow being 1,389,844 Mefd or 
487,861 Mcf less than the witness used). In effect, Stock- 
hausen treated storage as though it were physically located 
at the beginning of the pipeline system at the southern end 
of Texas (Tr. 1466, 1470; 1475, 1497, 1521). It is equally 
significant that Witness Batten admitted that in Texas 
Eastern’s earlier proceeding (Docket No. G-2340) involv- 
ing Texas Eastern’s acquisition of the Oakford Storage 
Field, the Columbia System opposed the ‘‘rolling in’’ of 
Oakford Storage (Tr. 1370-71. See also 10FPC 666, Docket 
No. G-1012). The WS service out of storage is unreasonably 
being treated as though it were being supplied by a pipe- 
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line extending from south Texas to New York and Boston 
at a load factor which would be kept low by the very terms 
of the Winter Service rate schedule itself. This violates 
both factual reality and equitable principles of rate mak- 
ing. Nissel’s purported objection to the segregation of 
the costs of Winter Service because of the physical fact 
that all of the gas is commingled borders upon insincerity 
as well as absurdity. He well knows that the Commission 
has never based its allocation determinations upon the 
existence or absence of commingling of gas. A further 
example is the fact that the very evidence the Columbia 
Companies used and advocated by Batten, (Tr. 1360) Nis- 
sel (Exh. 140 pp. 16, 17) and Stockhausen (Exh. 151) is 
based upon a segregation of facilities (opposition to segre- 
gation being the very 
[5137] 


essence of Columbia’s opposition) and Witness Stockhau- 
sen so stated. (Tr. 1484) As the Staff so well points 
out, Nissel’s zone-to-zone proposal does not recognize the 
pipeline as an integrated system but rather treats it as 
if each zone were a separate company selling gas only 
within its zonal boundaries and transporting gas through 
its zone to the next zone or ‘“‘company,”’ the express prin- 
ciple being that no zone should be responsible for trans- 
portation costs incurred in a more distant zone. This 
results in a segregation of facilities and operating ex- 
penses to each zone, but as Nissel further suggests, a roll-in, 
or segregation out, of the storage facilities. The witness 
Batten has testified that the Columbia Companies are op- 
posed, in these proceedings, to the segregation of facilities. 
(Tr. 1424) Doubtless, the theory of segregation receives 
respect only when such a malarrangement of facilities 
serves the best interest of the Columbia Companies. 
Second, the evidence presented by the Columbia Com- 
panies is discredited by the complete ignorance displayed 
in their cost allocation evidence of the physical operations 
of Texas Eastern’s pipeline and storage fields. Stock- 
hausen who is not an engineer was admittedly unqualified 
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to testify regarding the design or operation of Texas East- 
ern’s system. Nissel was shown by clear evidence and 
his own admissions that he had had no experience with the 
operation of any gas transmission company. His asser- 
tions regarding operations and design of Texas Hastern’s 
System deserve no weight. Witness Batten’s general 
statements concerning storage operations on Texas Hast- 
ern’s System were discredited by the cross-examination. 
(Tr. 1401-1403, Exhs. 153, 154, 155) The treatment of 
storage as system facility in their advocated cost alloca- 
tion method actually ignores the physical fact, although 
Stockhausen claimed that his method was based upon the 
operations of the system as they exist. (Tr. 1521) He 
admitted that his assumed flow from Zone B to Zone C 
was almost 500,000 Mef in excess of the actual system 
capacity. He also admitted that he assumed under his 
method that the volumes of gas being withdrawn from 
Oakford and Leidy storage fields in Pensylvania were 
flowing in Texas through Zone A.” 
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The Just and Reasonable Rate 


Texas Eastern’s proposed initial rate of 68.3 cents per 
Mef at 100 percent load factor is supported as to method 
by all parties except the Columbia Companies and the City 
of Pittsburgh.* The Staff agrees with the basis of allocat- 
ing costs, except that it proposes the use of the average 


12 The briefs of Texas Eastern, Algonquin, the Staff and the New York 
Companies analyze in detail the rate positions of the applicants, the 
Staff and the Columbia Companies in a most accurate, objective and 
adequate manner, which analysis is adopted in support of the decision 
herein. The evidence and the brief of the Staff also makes a most effective 
analysis of the problem and is also adopted. 

13 The City of Pittsburgh evidently parrotted the Columbia position, 
claiming to represent consumers. However, Equitable is the public util- 
ity which in law and fact as the distributor of gas in Pittsburgh stands 
responsible for adequate gas supply at just and reasonable rates, Equi- 
table supports Texas Eastern. 

For convenience valuable material is attached as Appendix B. 
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ACQ-C and ACQ-D rates instead of the commodity rate of 
26 cents per Mef. Witness Quig also suggested a possible 
alternative to the 26 cents per Mcf by imputing an incre- 
mental cost of 22.29 cents per Mef instead of the 26 cent rate. 

The differences above-mentioned and the reasons there- 
for need to be analyzed in this decision; but at the outset 
it is noteworthy that they are small. These parties are in 
substantial agreement, as will appear below. 


The groups of cost to be allocated are: 


1. The facilities of Leidy Storage Field, which is to 
be used only for the new Winter Service, and which 
is, therefore, assigned wholly to Winter Service. 
This supports the principle that those who benefit 
should pay for the service. (Exh. 83, p. 10; Exh. 
11, p. 8) 

. Additional pipeline facilities, namely, 83 miles of 
24-inch pipeline from the Perulack Compressor Sta- 
tion to Leidy Field and a new compressor station 
at that point, and in addition pipeline loops along 
the existing system, which are required to render 
the Winter Service, and which, therefore, were as- 
signed wholly to Winter Service. (Exh. 83, p. 11; 
Exh. 11, p. 8) 

. Oakford Storage facilities, and 

. Existing pipeline facilities east of Station 21A. Be- 
cause the Oakford Storage Field and the facilities 
east of Station 21A would not be used solely to 
supply and transport the Winter Service gas but 
would also be used to make sales under Texas Hast- 
ern’s other rate schedules and to render Texas 
Eastern’s 

[5139] 


X-28 storage service to Transco, allocation on an 
equitable basis was required, which was calculated 
as follows: To determine the costs of such facilities 
properly assignable to the WS service, their total 
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cost was first allocated properly between demand 
and commodity. (Exh. 11, p.8) The demand costs 
were then allocated to WS service in proportion to 
the ratio between volumes of Winter Service gas 
and volumes of gas under the other schedules utiliz- 
ing such facilities on a peak day. The commodity 
costs were similarly proportioned in the ratio of 
the annual volumes of WS gas and the total annual 
volumes of gas under all other schedules using the 
facilities. (Exh. 11, pages 6 and 8) 


The cost of gas delivered to Leidy and Oakford Fields 
for storage and ultimate delivery to WS customers was 
added to the facility costs allocated to WS service. The 
important question at this point is: What cost of gas to 
impute to the storage for WS service? 

The answer to this question decides this rate issue. Texas 
Eastern has one answer; the Staff another answer, and the 
New York Companies’ Quig, while willing to accept the 26 
cent per Mef commodity cost used by Texas Eastern, sug- 
gests an alternative price to be imputed to this gas as cost. 
Texas Eastern and the New York Companies do not agree 
with the use of the average of the ACQ-C and ACQ-D rates 
proposed by the Staff. Algonquin supports Texas Eastern. 

Before contrasting the minute differences in the posi- 
tions, it is well to determine the correct principles to be 
applied, as to which there is no difference of position, ex- 
cept the Columbia Companies’ arguments. 


The following findings and conclusions are made: 


1. The WS service gas is made possible by off-peak 
gas and off-peak capacity. It is created by custom- 
ers who purchase firm gas at less than 100 percent 
load factor. For example, Algonquin, which will 
be the largest purchaser of WS gas with the 1962 
winter period volume of 4,424,400 Mef, purchases 
firm gas under Texas Eastern’s GS-D Rate Sched- 
ule (General Service in Zone D). Its Maximum 


592 


5140 


Day Quantity (MDQ) on which it pays demand 
charges is 209,298 Mefd for 1962. At 100 percent 
load factor it would purchase an annual volume of 
365 times that MDQ or 76,576,270 Mcf. However, 
Algonquin does not purchase GS-D gas at 100 per- 
cent load factor and estimates the purchase of only 
56,664,491 Mcf in 1962, thus creating by such cut- 
back 19,911,779 Mef of off-peak gas, on which the 
demand charges have been paid, and 
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which off-peak gas becomes available for this new 
proposed Winter Service. Algonquin also pur- 
chases DCQ gas at 100 percent load factor by which 
purchase no off-peak gas for WS Service is created. 
The Columbia Companies have been and expect to 
purchase firm gas at close to 100 percent load 
factor and, hence, produce almost no off-peak gas 
which could supply WS service. If all firm cus- 
tomers purchased at 100 percent load factor, of 
course, such a winter peaking service, using off- 
peak gas, as WS service does, would not be pos- 
sible. By the same token the record establishes 
that the 22 WS customers™ will create in 1962 
by their purchases of firm gas at less than 100 per- 
cent load factor an annual cutback volume of 
62,538,922 Mef of off-peak gas, which is available 
for the 1962 estimated WS service of 20,042,100 
Mef or 42,496,822 Mef more off-peak gas than the 
proposed new Winter Service will require in the 
first year of full service 1962. But none of this 
gas was made available by the companies such as Co- 
lumbia who purchase firm gas at 100 percent load 
factor. By these facts it is clear that Winter Serv- 
ice does not impose any peak-day demand upon 


34 Counting Arkansas-Missouri Power Company and Associated Natural 
Gas Company, joint purchasers, as one customer. 
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Texas Eastern’s transmission facilities west of its 
storage fields, because of the off-peak volumes made 
available as above shown for off-peak transmission 
into storage fields. It, therefore, follows that the 
WS service does not burden or impair Texas East- 
ern’s ability to meet all of its firm and annual service 
obligations. Staff expert witness Curry enunciated 
these truths. No one disagrees except Columbia 
and such opposition is merely argumentation, be- 
cause these facts are self-evident. 

2. The off-peak gas to be used to render WS service 
has already had a full firm rate schedule demand 
charge paid by the WS customers whose annual 
cutback volume exceeds their estimated Winter 
Service volume, as for example, Algonquin. In fact, 
the entire 62,538,922 Mcf of annual cutback gas has 
had the firm demand charge paid upon it. It is 
certainly clear that no other customers, who do not 
purchase any of the WS gas can complain that the 
demand charges to support peak capacity have not 
been met. Actually, demand charges have been 
paid on 42,496,822 Mef of off-peak gas more than 
is needed for the 20,042,100 Mef of WS gas in 1962. 
Such gas can be sold under the interruptible rate 
schedule for the commodity price of 26 cents per 
Mef without any undue discrimination to any firm 
or other customer as the presently effective Tariff 
provides. 

[5141] 


On these facts Witness Quig testified that the cost 
of the supply of gas into storage for WS service 
could be properly determined either by imputing 
the 26 cents per Mef commodity component of 
Texas Eastern’s® DCQ and GS rates in Zones C 
and D, which is also Texas Eastern’s rate for inter- 


15 These firm rate schedules are the very schedules under which the 
annual cutbacks were made and the demand charges were paid thereon. 
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ruptible gas or by imputing 22.29 cents per Mef 
instead of 26 cents as the cost of the storage supply 
gas, because that figure represents the computed 
average cost of gas to Texas Eastern of 20.33 cents 
per Mef plus out-of-pocket costs for fuel and power 
necessary to move the gas to storage of 1.96 cents 
per Mef. (Brief of the New York Companies pages 
12, 28-30) This alternative figure of 22.29 cents 
per Mef was called the incremental cost figure on 
the theory that the gas, resulting from cutbacks 
in annual firm purchases became in a sense a surplus 
commodity. Witness Quig, however, concluded his 
study and presentation by accepting as completely 
sound the imputation of the commodity component 
of Texas Eastern’s firm rate schedules and the inter- 
ruptible rate. 

. It is proper to segregate the costs relating to Winter 
Service as the basis for determining the just and 
reasonable rate for such service. All parties ex- 
eept Columbia accepted this principle. As shown 
above, even Columbia acknowledged that segrega- 
tion was appropriate as to certain costs. The Staff’s 
expert witness Curry set out the basic principles 
in his testimony. As indicated above, the only 
difference between the Staff on the one hand and 
Texas Eastern, Algonquin and the New York Com- 
panies on the other hand was upon the other princi- 
pal issue involved in this determination of the just 
and reasonable rate, namely, what price to impute 
to the gas delivered to storage for Winter Service. 

It is unnecessary to cite extensive precedents to 
show the Commission that its declared policy rec- 
ognizes the propriety of assigning to the Winter 


16 One of the various presentations of evidence by Columbia was the 
proposal by Nissel that the 100 percent load factor average rate under 
the DCQ-C rate schedule of 38.5 cents be imputed to the WS supply gas 
as its cost. No one agreed with such suggestion, including Nissel him- 
self, who testified that such method of costing was unsound. 
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Service all costs which can be segregated and deter- 
mined to be the responsibility of that service 
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and of allocating to Winter Service its fair propor- 
tion of all costs which cannot be directly separated 
and assigned to Winter Service. Even Columbia 
(Brief p. 10) admits that Texas Eastern assigned 
to Winter Service the full costs of the proposed 
Leidy storage and the additional transmission facili- 
ties, which are to be used for providing Winter 
Service, and which are required for that service 
and attributable thereto, together with a portion 
of the costs of existing pipeline facilities east of 
Station 214 and Oakford Storage Field, which are 
not exclusively attributable to Winter Service. The 
Reply Brief of Texas Eastern sets forth certain 
precedents of Commission action. A very recent 
decision of the United States Court of Appeals for 
the District of Columbia Circuit affirmed the appli- 
cation by this Commission of this principle in the 
Trunkline Case.1? The classical case on this sub- 
ject is perhaps the 1958 approval by the Commis- 
sion of Transco’s storage service from this same 
Leidy Storage Field under its LS rate schedule in 
which the rates were derived upon a cost of service 
reflecting this very type of segregation of costs of 
facilities. (20 FPC 264) 

. The just and reasonable rate for Winter Service 
must include a proper demand as well as commodity 
component. This is a prime requisite for every firm 
rate and this service as Quig testified is a storage 
type service, which with certain minor exceptions is 
entirely demand-related. Quig therefore allocated 
all storage costs and additional pipeline facilities 
entirely to demand, except for fuel and other com- 


17 Battle Creek Gas Company, et al. v. FPC, No. 15,368, decided July 
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pressor station supplies and expenses which he as- 
signed to the commodity component. (Exh. 138) 
He thus allocated more of the costs of the Oakford 
Storage Field to WS and as a consequence arrived 
at a slightly higher average cost (68.4 cents) than 
Texas Eastern (68.3 cents), Texas Eastern in using 
the 26 cent commodity component of the firm rate 
schedules relied upon the fact, which is admitted by 
all parties, that the gas resulting from the firm cut- 
backs has had the demand charge thereon paid. No 
one questions that the WS customers whose cutbacks 
equal or exceed their Winter Storage Quantity have 
paid the demand component in connection with their 
firm rate schedule purchases. The Staff, however, 
shows that six customers will not have cutbacks 
equal to their estimated 1962 WS gas volumes. It 
is admitted that such customers will not have paid 
any demand charge upon such WS gas as exceeds 
their firm gas cutbacks, if any. Thus two customers 
(Consolidated Edison Company of New York, Inc. 
and Long Island Lighting Company) 
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who buy no other gas from Texas astern, have not 
paid any demand charge on the WS gas, nor have 
had any opportunity so to do. The four other com- 
panies (Brooklyn Union Gas Company, Indiana Gas 
and Water Company, Inc., New Jersey Natural Gas 
Company, and Mississippi Valley Gas Company) 
will have less cutbacks than they estimate their 
Winter Service volume will be in 1962, and to the 
extent of such excess WS gas will not have paid 
any demand charge on the WS gas which they pur- 
chase. On this factual basis the Staff presents its 
case for using the average ACQ rate as the cost of 
gas to be imputed as the cost of the WS supply 
gas instead of the 26 cent commodity rate proposed 
by Texas Eastern (and coneurred in by Quig) as 
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the cost to be imputed as the cost of the WS supply 
gas. (Staff’s Brief p. 14 and Appendix B; Algon- 
quin’s Reply Brief, pages 5 to 8). 

The issue narrows simply to this: Does the fact 
that the firm customers of Texas Hastern (other 
than the six mentioned above) as valley customers 
pay to Texas Eastern the demand charges on the 
62 million Mef of cutback gas (out of which the 20 
million of WS gas is derived) make the rate pro- 
posed by Texas Eastern or by Witness Quig the 
just and reasonable rate, when six WS customers 
of Texas Eastern will not have paid such demand 
charges on all (and in some cases on any) of the 
WS gas which they buy? It is admitted that (1) 
The Texas Eastern and the Quig WS average rate 
does not include any demand element (using either 
the 26 cent commodity rate or the 22.29 cent in- 
cremental cost as imputed cost of WS supply gas) 
and (2) any customer who has not already paid the 
firm demand component under Texas Eastern’s firm 
rate schedules on any part of the WS gas volumes 
will be getting a windfall advantage over those who 
have paid such firm demand charges. The Staff’s 
position, therefore, is that the just and reasonable 
rate must include such a proper demand component, 
because otherwise the rate will be inter se WS cus- 
tomers unduly discriminatory and preferential and, 
hence, unlawful. 

The briefs adequately develop the figures from 
which the Staff’s recommended rate is derived. A 
summary will suffice for this decision. (1) The near- 
est analogy to WS service is ACQ service. It is 
academic whether they are identical or almost the 
same. What is required is such an average rate 
having both demand and commodity elements prop- 
erly derived. There is an ACQ service in Zone C. 
There is none in Zone D so that Witness Curry 
constructed an ACQ-D rate. The ACQ-C rate for 
Oakford Storage is 34.7 cents per Mef. Curry used 
36.9 cents 
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per Mef for the ACQ-D rate for Leidy Storage which 
was derived by the formula used for ACQ-C. The 
100 percent load factor rate under the two-part de- 
mand and commodity schedule in Zone D was ad- 
justed to reflect a 90 percent load factor.” The 
weighted average of the ACQ-C and the ACQ-D 
rates became the cost of 36.9 cents per Mef of gas 
to be imputed as the cost of the WS supply gas. 

The only other significant difference between 
Texas Eastern and the Staff allocation is the credit 
by the Staff of 50 percent made to the cost of exist- 
ing facilities east of Station 21A as allocated by 
Texas Eastern to the WS service. This is proper 
because of the use of the ACQ rate. 

The staff’s recommended rate for WS service is 
74.6 cents per Mef being the 100 percent load factor 
average of the two-part rate; namely, $2.52 demand 
and 41 cents commodity. The rate for storage op- 
tion service is 4 cents per Mef. Texas Eastern had 
proposed 4.2 cents per Mef to cover the cost of han- 
ling the WS 30 percent option gas in and out of 
storage. The Staff shows that the use of the 30- 
cent commodity component would increase the de- 
mand element from $2.52 to $3.25 which would pro- 
duce an excess of $1,950,764 of demand revenues 
over classified demand costs of $6,734,146, and a 
rate tilt of 29 percent, with a corresponding com- 
modity revenue deficiency. 

Upon careful analysis of all the briefs and the ex- 
cellent development of the facts and principles in- 
volved in determining the just and reasonable rate 
for WS service, it is found and concluded that: 


1. The evidence of record herein contains full and 
adequate data for the weighing and fixing of the 
just and reasonable rate for Winter Service, sub- 


19 Exh. 136. See Reply Brief of Algonquin Footnote 6 on p. 4 for 
the complete computation. 
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ject, however, to proportionate adjustment result- 
ing from final action by the Commission upon Texas 
Eastern’s now effective rates, which are subject 
to modification by the Commission. The burden 
of proof regarding the initial rates has been fully 
met under Sections 4, 5 and 7 of the Natural Gas 
Act and the determination herein of the just and 
reasonable rate of WS service is supported by the 
preponderance of substantial evidence, which pre- 
ponderance is actually not subject to any contradict- 
ing proof by reason of the admissions of opposition 
parties. 
[5145] 


2, The rate proposed by the Staff for the Winter 
Service is the just and reasonable rate. It recovers 
all proper costs incident to the rendition of the 
service. It does not allow any preferential or dis- 
criminatory treatment to any customer of Texas 
Bastern nor impose any undue economic burden on 
any customer of Texas Eastern. 


New Jersey Natural Gas Company’s Opposition 


This customer of Texas Eastern and of Algonquin did not 
present any contra evidence nor reveal any opposition on 
the hearing record. Its brief, however, develops late criti- 
cism of Algonquin’s WS rate, which is not supported by 
substantial evidence. It will purchase 12,410,000 Mef an- 
nual volume in 1962 from Texas Hastern under the DCQ 
rate schedule at 100 percent load factor on an MDQ of 
34,000 Mefd. Its proposed 1962 WS-WCQ is 900,000 Mef 
and its WS-MDQ is 15,000 Mefd. It will be able to use 
the storage option on 30 percent of 900,000 Mef by cutting 
back on its DCQ purchases. Such volumes are at 15.025 
psia. From Algonquin it estimates its 1962 WS-MDQ will 
be 1,200 Mefd and its WS-WCQ will be 7,200 Mef (at 14.73 
psia). Without any support in the record by any evidence 
its brief now proposes for the first time as an afterthought 
that Algonquin should offer a storage option of 30 percent 
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of the WCQ of the same kind Texas Eastern is proposing. 
The proposed condition is nothing more than an after- 
thought. It is without substance. 


Administrative Notice 


In order that statments in the various briefs may be 
evaluated, administrative notice is taken of the various 
dockets and filings to which the briefs have made reference, 
including particularly rate filings in Docket Nos. G-12706 
and G-18841 and applications in Docket Nos. G-16505, G- 
18961, G-18969 and CP60-122. 


Fourraer Frxprxcs anp ConcLiusions 


Upon consideration of the entire record and the briefs 
filed herein, it is found and concluded that: 


(1) Texas Eastern, Algonquin, Transco and New York 

Natural are natural gas companies within the 
meaning of the Natural Gas Act as heretofore 
found by the Commission. 
The facilities described hereinbefore and more 
fully described in the applications of Texas Hast- 
ern in Docket No. G-18969, Algonquin in Docket 
No. G-18970, Transco in Docket No. G-19181 and 
New York Natural, Texas Eastern and Transco in 
Docket No. G-18961 will be used for the transpor- 
tation of natural 
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gas in interstate commerce for resale as parts of 
the pipeline system of their respective owners, and 
their construction and operation are subject to 
the requirements of subsections (c) and (e) of 
Section 7 of the Natural Gas Act. 

Texas Eastern, Algonquin, Transco and New York 
Natural are able and willing properly to do the 
acts and perform the service proposed and to con- 
form to the provisions of the Natural Gas Act 
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and the Rules and Regulations of the Commis- 
sion thereunder. 
The sales proposed by Texas Eastern and Algon- 
quin, the construction proposed by Transco and 
the development and activation of storage pro- 
posed by New York Natural, Texas Eastern and 
Transco together with the construction and opera- 
tion of the facilities necessary therefor, are re- 
quired by the public convenience and necessity 
and certificates therefor should be issued as here- 
inafter ordered and conditioned. 
The new rates proposed by Texas Eastern for 
Winter Service under which the new service pro- 
posed by Texas Eastern will be rendered, as modi- 
fied by the testimony and recommendation of the 
expert rate witness of the Staff of the Commis- 
sion, have been fully investigated and are fully 
supported by the preponderant and substantial 
evidence, and recover the cost of rendering the 
Winter Service and are just and reasonable and 
not unduly discriminatory, preferential or other- 
wise unlawful; and the certificate hereinafter is- 
sued to Texas Eastern in Docket No. G-18969 
will be conditioned upon the acceptance by Texas 
Eastern in its proposed Winter Service Rate 
Schedule of the following initial rates per Mef: 
Demand charge $2.52, Commodity Charge 41 cents, 
Storage Service Charge 4 cents. 
Algonquin’s proposed Winter Service rate has 
been fully investigated and as adjusted to reflect 
the average cost of gas purchased from Texas 
Eastern at a 100 percent load factor approved 
herein (from 68.3 cents per Mef to 74.6 cents per 
Mef), is found to be supported by uncontradicted 
substantial evidence and determined to be just and 
reasonable and not unduly discriminatory, prefer- 
ential or otherwise unlawful. 


(7) Public convenience and necessity require (1) that 
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the general terms and conditions set forth in para- 
graphs (a), (b), (¢)(3), (¢)(4) and (e) of Section 
157.20 of the Commission’s Regulations under the 
Natural Gas Act (18 CFR 157.20) should attach 
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to the certificates hereinafter issued to Texas 
Eastern, Algonquin, Transco and New York Nat- 
ural, and to the exercise of the rights granted 
thereunder, (2) that the time within which con- 
struction of the facilities authorized by this order 
shall be completed and in actual operation should 
be fixed at one year from the effective date of the 
final order herein, (3) that Texas Eastern and 
Algonquin file rate schedules covering the pro- 
posed Winter Service reflecting therein respec- 
tively the modified rates determined herein to be 
just and reasonable, and (4) that Texas Eastern 
amend its existing ACQ rate schedule and its pro- 
posed Winter Service rate schedule so as to reflect 
clearly the priority of the ACQ service over de- 
liveries under Rate Schedule I (for interruptible 
service) and over injections into storage for Win- 
ter Service. 

The facilities proposed by Texas Eastern, Algon- 
quin, Transco and New York Natural will be ade- 
quate for the purposes for which they are in- 
tended, and they will be economically feasible in 
operation and can be financed. 


ORDER 


WHEREFORE, IT 1s ORDERED, subject to review by the Com- 
mission, that: 


(A) Certificates of Public convenience and necessity 
are hereby issued to Texas Eastern and Algon- 
quin authorizing them to construct and operate the 
facilities and to make the sales proposed, as de- 
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scribed hereinbefore and as more fully described 
in the applications in Docket Nos. G-18968, G- 
18969 and G-18970, as amended, and to perform 
the services therein proposed, subject to the juris- 
diction of the Commission, upon the terms and 
conditions of this order. 

A certificate of public convenience and necessity 
is hereby issued to Transco authorizing it to con- 
struct and operate the facilities proposed as here- 
inbefore described and as more fully described in 
its application in Docket No. G-19181, subject to 
the jurisdiction of the Commission, upon the terms 
and conditions of this order. 

Certificates of public convenience and necessity 
are hereby issued to New York Natural, Texas 
Eastern and Transco authorizing the develop- 
ment, activation and operation of the Leidy 
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Storage Field to the extent of Texas Eastern’s 
one-quarter undivided interests in the Leidy and 
Tamarack Storage Fields, as described hereinbe- 
fore and as more fully described in the joint ap- 
plication in Docket No. G-18961, as amended, sub- 
ject to the jurisdiction of the Commission, upon 
the terms and conditions of this order. 


The grant of the certificates herein to Texas 
Eastern and Algonquin shall not be construed as 
a waiver of the requirements of Section 4 of the 
Natural Gas Act, or of Section 154 of the Commis- 
sion’s Regulations thereunder requiring the filing 
of a rate schedule for the service herein author- 
ized, and is without prejudice to any findings or 
orders which have been or may hereafter be made 
by the Commission in any proceeding now pending 
or hereafter instituted by or against Texas EHast- 
ern or Algonquin. 


604 


5148 


(E) It having been found that the new rates proposed 

by Texas Eastern and Algonquin for the Winter 
Service herein, as modified, are just and reasona- 
ble and not unduly discriminatory, preferential 
or otherwise unlawful, it is ordered that they each 
file proper tariff shects reflecting such rates, in a 
form acceptable to the Commission, not less than 
90 days prior to the commencement of service. 
The certificates issued to Texas Eastern, Algon- 
quin, Transeo and New York Natural shall be 
accepted in writing and under oath by responsible 
officials of said companies, and the general terms 
and conditions set forth in paragraphs (a), (b), 
(c)(3), (¢)(4) and (e) of Section 157.20 of the 
Commission’s Regulations under the Natural Gas 
Act and the conditions specified in this decision 
shall attach to the issuance of the certificates 
granted in paragraphs (A), (B) and (C) hereof 
and to the exercise of the rights granted there- 
under. 


The time within which the facilities hereby au- 
thorized shall be constructed or activated and 
placed in actual operation as provided by para- 
graph (d) of Section 157.20 of the Commission’s 
Regulations under the Natural Gas Act is hereby 
fixed at one year from the effective date of the 
final order herein. 


Emery J. Woopal., 
Presiding Examiner. 


[5149] 
Appenpix A 


The reasons for inaugurating the proposed Winter Serv- 
ice were explained as follows: 


In talking with the customers of Texas Hastern over 
a period of years, it became apparent that there was 
a tremendous amount of growth potential in our mar- 
ket area, but not at the load factors or services which 
we then had existing, the market being residential 
house heating which required a lower or different type 
of load factor than the services offered by Texas East- 
ern at this time. 

Coincident with that, as our system expanded, be- 
cause of the ability or because of the permission in 
the rate schedules for cutbacks by certain classes of 
customers, we continually found ourselves with excess 
gas on our hands during the summer seasons. This 
gas frequently we could find no place to sell. It backed 
up through the pipeline to the suppliers, and fre- 
quently we were in a position of having to pay for 
gas which we could not physically take into the sys- 
tem or dispose of. 

The combination of those two circumstances led us 
to consider how we might put those two pieces to- 
gether, and provide a service that would meet the needs 
and requirements of the market, but there was a more 
important incentive than either of those as far as 
the decision of Texas Eastern was concerned, and 
that was that discussion which Mr. Bufkin gave a little 
earlier relating to the rules under which natural gas 
pipeline companies operate. Those rules are yard- 
sticks or procedures laid down by the Federal Power 
Commission. One of those guideposts seemed to be 
the Seaboard decision in which certain fixed charges 
are assigned to commodity classification. 

Mr. Bufkin pointed out, in order to recover the re- 
turn or profits—we prefer to call them profits—that 
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are permitted under the rate schedules we have to sell 
all of the gas estimated. 

As pointed out a moment ago, having excess gas on 
our system from time to time with no market we could 
not therefore recover those portions of fixed charges 
because the gas was not disposed of. 
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By taking this surplus gas and putting it into a 
rate schedule or service which assured Texas Eastern 
of a market for some of that gas, we firmed up the re- 
turn to Texas Eastern, and on an assured basis. (Tr. 
786-788) 


That capacity exists on the system to perform this serv- 
ice is clearly shown by the testimony of the design witness 
which has not been controverted, as follows: 


Q. Having provided capacity to meet contractual 
obligations, does Texas Eastern.have capacity to trans- 


port to the storage fields on an annual basis the addi- 
tional volumes of gas proposed to be sold by this ap- 
plication? 

A. It does. 

Q. How does this come about? 

A. It is due primarily to the fact that certain cus- 
tomers do not take the total annual quantities avail- 
able to them under their contracts. For example, ca- 
pacity is provided in the system for delivery of the 
contractual peak day obligation to SGS customers, 
which means that this volume is available to them on 
a 100% load factor basis. However, the average an- 
nual take of all SGS customers over a period of years 
has never been over a load factor of 30%. The 70% 
not taken in any given year can be moved by the pipe- 
line system on an interruptible basis and can be sold 
or placed in storage. The present annual obligation 
of all SGS contracts is 27,157,460 Mcf, which can be 
derived from Column D of Exhibit 1, Schedule 1. The 
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70%, or approximately 19,000,000 Mef, can be moved 
up the pipeline system. A comparison of the total 
annual sales obligation with the estimated sales re- 
quirements can be made by comparing the figure shown 
on line 75, column D, of Schedule 1, Exhibit 1, 656,- 
668,390 Mef, the contractual obligation, with the figure 
shown on line 76, column D, Schedule 3 of Exhibit 1, 
607,371,036 Mef, the estimated sales requirements. 
The difference in these two figures is approximately 
49,300,000 Mef per year. Deducting from the figures 
the volumes shown for Texas Gas, line 71 of both 
schedules, the difference reduces to approximately 
37.5 Bef per year of gas available to customers north 
of Station 5 and Egypt but not taken by them. It is 
this volume which produces the additional quantities 
of gas proposed to be sold by this Application.’? (Ex. 
82, pp. 10-11) 
[5151] 


The Columbia Companies endeavored to attack the abil- 
ity of Texas Eastern to render the proposed Winter Service 
by attempting to show that Texas Eastern did not have 
capacity on its existing pipe line system from the sources 
of its gas supply in Texas and Louisiana to the Oakford 
and Leidy Storage Fields to make the deliveries of ACQ 
gas to the consolidated System Companies and to inject 
into storage the quantities of WS gas proposed to be 
sold by Texas Eastern predicated on the basis that the 
estimated sales of Texas Eastern were understated. 

The uncontroverted evidence (Exhs. 1, 2, and 74) clearly 
establishes that even if the estimated sales were under- 
stated as contended by the Columbia Companies, Texas 
Eastern would still have adequate off-peak capacity, after 
making such additional sales, to deliver the ACQ quanti- 
ties to the Consolidated Companies and to inject the pro- 
posed Winter Service quantities into storage and still have 
unused off-peak capacity. 

That the contention of the Columbia Companies is not 
supported by any evidence is obvious from the following: 
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Q Mr. Jennings, I understood from your answer to 
the Examiner previously that if this 28.1 million figure 
were assumed correct as the source of off-peak gas 
for this service on the basis of using customer esti- 
mates rather than Mr. Ball’s estimates that you still 
thought there was sufficient off-peak gas to render these 
two services, is that correct? 

A That is correct. 

Q Could you explain to me what the source of this 
off-peak gas would be? 

A We have pipeline capacity to supply all of the 
gas which we propose to sell in this application. I 
can illustrate it this way. 

Q Excuse me, before you proceed, when I say ‘‘off- 
peak gas’’, I meant gas produced by customers taking 
less than their contractual entitlement? 

A That is correct. I can illustrate it this way, if you 
will follow through with some numbers. If we segre- 
gate the system as that portion of the system lying 
north and east of Station 5 at Little Rock, Arkansas, 


and Barton Station on the Kosciusko line, in Alabama, 
and consider only that portion 
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north and east of those two points, that is what I con- 
sider to be our pipeline capacity to transport gas to the 
market area. 

The average day capacity leaving Station 5 at Little 
Rock—this is the average annual—average day annual 
capacity—is 325 million per day. The average day 
leaving Barton, 1,140 million cubic feet per day, and, 
as you know, we purchase from Texas Gas at Station 
16 in Indiana and 235 million cubie feet per day, so the 
sum of those numbers is 1,700 million cubic feet per 
day at a 15.025 pressure base. 

Q Would you repeat the number? 

A 1,700 million cubic feet per day. That is the 
average day. Now, if I multiply that number by 365, 


609 


5152 


I will get 620.5 Bef per year which can be supplied 
to the market area—that is 620.5 billion cubic feet 
per year. 

Now, that is the system capacity to deliver gas to the 
market area, and I am going to compare that to the 
requirements. 

Ts that exclusive of gas from storage? 

A Storage has nothing to do with that, that is the 
capacity to supply new gas from the gas producing 
areas to the market area, whether it goes into storage 
or is sold immediately doesn’t matter. 

Now, the requirements: I derive the sales figure 
from Exhibit 1, Schedule 3. Those sales lying north 
and east of Station 5 and Barton amount to 582.2 
pillion cubic feet per year. The transmission system 
fuel, which must be purchased and moved, amounts to 
15.5 billion cubic feet per year. Storage fuel, which 
comes off of Exhibit 1, Schedule 5, page 2, line 9, is 
billion cubic feet per year. The lost and unac- 
counted for, I will pick a big number, 5.9 billion eubic 
feet per year. 

Now, that is the total requirements, and it totals 
604.4 billion cubic feet per year. 

Now, I said that we have the capacity to transport 
620.5 billion. I only require 604.4 billion, the difference 
which is still available for service is about 16.1 billion, 
which adequately covers the 9.4 billion that you have 
been talking about. 

[5153] 


There are some other adjustments I could make 
which would increase it slightly up to about 18 billion 
feet still available. (Tr. 431-433) 


Contrary to the assertions of the Columbia Companies, 
the estimated annual sales shown by Texas Hastern for 
the years 1961, 1962 and 1963 for both presently certificated 
service and for the service proposed in Docket Nos. G-18968 
and G-18969 (Exh. 1, Sch. 3) are fully supported by the 
record. 
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The failure of the Columbia Companies to prove by sub- 
stantial evidence that Texas Eastern’s sales during those 
years are understated is illustrated by their questions with 
respect to the estimated sales of gas by Texas Eastern to 
them for the years 1961, 1962 and 1963, where the Columbia 
Companies endeavored to show that such estimates of sales 
were too low by making reference to their ‘‘Blue Book,” 
which is not evidence in this proceeding. The Texas Hast- 
ern witness testified than an officer of the Columbia Com- 
panies had advised him in late 1958 that such companies 
were going to purchase natural gas from Texas Hastern 
in the future at 100 percent load factor but that actual 
experience did not bear out that statement; (Tr. 173-174) 
that during the years 1954-1959 the Columbia Companies 
purchased natural gas from Texas Hastern at an over-all 
average load factor of approximately 91.1 percent, for the 
years 1958-1959 at an over-all average load factor of 93.7 
percent, for the years 1957-1959 at an over-all average load 
factor of 93.4 percent and for the years 1956-1959 at an 
over-all average load factor of 94.2 percent. (Tr. pp. 172- 


173) This is comparable with the average load factor of 
95 percent used by Texas Eastern in making estimates of 
sales for the years 1961, 1962 and 1963 in Schedule 3, Ex- 
hibit 1. (Tr. 173) 


[5154] 
Aprenpix B 


Natural gas pipeline customers located in the north- 
eastern portion of the United States have long been plagued 
by the twin problems of sharp winter peaks and great 
distance from the natural gas producing fields. To the 
extent that it has been necessary to construct increasingly 
expensive pipeline facilities from Texas to the northeast, 
a heavy financial burden has been placed upon those cus- 
tomers located near the ends of the interstate pipelines. 
In order to meet their peak loads such customers have been 
faced with the alternatives of producing high-cost manu- 
factured gas, which operationally is not entirely compatible 
with the use of natural gas, or of contracting for a firm 
natural gas load requiring the construction of additional 
capacity from the Gulf Coast to the northeastern states. 
The construction of such capacity to meet the winter heat- 
ing load has made it incumbent upon the customer com- 
panies to find other uses for the natural gas made available 
to them under their firm contracts during off-peak periods 
in order to keep the average rate per Mef for gas sold to 
the consumer at a reasonable level. Some companies have 
developed off-peak industrial markets for their gas and 
some combination companies have used such off-peak gas 
under their electric station boilers. 

In recent years, however, a compensating factor in the 
form of storage fields located in the northeastern area has 
been developed to offset in part the disadvantages of 
climate and distance from producing fields; and the Com- 
mission has for some time pressed for a maximum utiliza- 
tion of these storage fields as a partial solution to the 
problems of the end of the line distributing companies. 

In the original Transcontinental Gas Pipe Line Corpora- 
tion certificate cases, Docket Nos. G-704 and G-1277, the 
pipeline company was directed by the Commission to in- 
vestigate the possibility of acquiring storage fields. Trans- 
Continental Gas Pipe Line Company, Inc., 7 FPC 24, 40-42 
(1948) ; Transcontinental Gas Pipe Line Corp., 9 FPC 32, 
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47-48 (1950). Describing the advantages of a storage pro- 
ject, the Commission stated: 


“Thus, a storage project would provide an additional 
source of gas supply to greatly enhance the reliability 
of Applicant’s service and by providing greater quan- 
tities of gas to the utilities in the winter enable them 
to serve a greater number of house-heating customers 
with lesser capital expenditure than would be required 
if such utilities were to increase the capacity of their 
gas production equipment or if Applicant were to 
add capacity to its system for the purpose of meeting 
increased winter loads.’”? 7 FPC at p. 41. 


[5155] 


This Examiner will recall that in 1954 Transcontinental 
moved to satisfy the Commission’s admonition by making 
arrangements with Texas Hastern for the use of a portion 
of the Oakford Storage Field to provide a winter storage 
service to customers of Transcontinental. Certificate ap- 
proval of this arrangement and for construction of facilities 
specifically required to render this segregated service was 
given in Docket Nos. G-2340, G-2341 and G-2342, in which 
proceeding this Examiner conducted the hearing. The ser- 
vice proposed by Texas Eastern in that proceeding was 
described by Texas Eastern counsel in his opening state- 
ment in the presence of counsel for the Columbia Companies 
as a storage service and he referred to it as follows: 


“The service to Transcontinental provides a means 
whereby the excess gas available to Transcontinental 
and its customers during summer periods may be 
stored and redelivered to those customers during the 
peak winter heating season, thereby enabling Trans- 
continental and its customers to obtain larger supplies 
of gas on peak days than would otherwise be the case. 


“It should be noted also that both in the case of Phila- 
delphia and in the case of Transcontinental the new 
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services provided to Transcontinental and the change 
in rate schedules by Philadelphia involve removing 
from those companies quantities of gas in the summer- 
time, so that quantities of gas which formerly were 
sold during the summer or were simply not used at 
all during the summer, or were sold on industrial loads 
or interruptible loads during the summer periods, are 
now being stored for Philadelphia and Transconti- 
nental during the summer and are delivered to those 
customers during the winter for use in meeting prim- 
arily house heating loads. 


“We feel that the proposal here advanced is very 
definitely in the public interest, particularly with re- 
spect to the Transcontinental storage service proposed, 
for that reason, and also for the reason that the Oak- 
ford Storage Pool provides adequate capacity not only 
for Texas Eastern to meet the commitments of its own 
customers but to provide this space for Transcontin- 
ental. It therefore allows Texas Eastern to utilize its 
available storage capacity to a much greater extent, 
thereby benefitting not only Texas Eastern but all the 
customers on the Texas Hastern system.”’ 


[5156] 


The pipeline and facilities required to render this storage 
service to Trancontinental were clearly segregated from the 
rest of the Texas Eastern system, in fact they were origin- 
ally owned by a wholly owned subsidiary, the Texas Hast- 
ern Penn-Jersey Transmission Corporation, which leased 
them to Texas Eastern. The cost of service allocations that 
were presented to establish the economic feasibility of the 
project were stated by Texas Eastern witnesses to reflect 
the fact that the Penn-Jersey line was built initially to 
provide the Transcontinental storage service, GS service 
to Philadelphia Gas Works, and some transfer deliveries 
to Columbia Companies. The X-28 rate of Texas Eastern 
was based on such segregation of facilities, and the rate 
that Transcontinental was authorized by the Commission 
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to charge its customers for this storage service reflected 
that the service was a segregated service. 


os ¢ @ 


The Commission has certificated facilities built or used to 
render a storage type service in other instances, and ap- 
proved rates developed upon a cost of service reflecting 
segregation of such facilities. In 1958, the Commission 
approved Transcontinental’s storage service rendered from 
the Leidy storage field under its LS rate schedule. Trans- 
continental Gas Pipe Line Corporation, 20 FPC 264 (1958). 
The Commission rejected the Examiner’s requirement of 
a cost-of-service rate schedule and ordered that rates be 
determined on the basis of segregated costs. As to the 
costs to be segregated, the Commission stated: 


“Transco has segregated from the costs of its main- 
line facilities those facility costs and operating ex- 
penses it considers properly assignable to the Leidy 
Storage Service, consisting of the Flagtown to Leidy 
line used in moving gas to and from the field, and the 
storage field itself. It appears that Transco’s plan for 
the utilization of storage facilities is such that the bene- 
fits of storage redound almost exclusively to all cus- 
tomers in Zone 3. However, that portion of the pro- 
posed 36-inch Pennington to New York looping line 
from its northward turning point a few miles east of 
Pennington to Flagtown and thence to its terminus 
will be used to move gas to or from storage. So that, 
in addition to the Flagtown-Leidy line and the storage 
field, the portion of the investment and operating costs 
for this facility attributable to the storage service 
should also be assigned to storage service.’? 20 FPC 
at 279. 
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The proposed costing methods in the instant proceedings 
follow this procedure. 

Also pertinent is the Tennessee storage gas service (to 
which the Columbia System also objects) supplied to Brook- 
lyn Union, Long Island, and other Tennessee customers, 
which the Commission found to be in the public interest in 
Docket No. G-2331, and subsequently certificated in Docket 
Nos. G-10804 and G-11107. Tennessee Gas Transmission 
Company, 19 FPC 568 (1958); American Louisiana Pipe 
Line Company, et al., 21 FPC 70 (1959). 


Brief of the New York Companies, pages 22-26. 
[5159] 
Unrrep States or AMERICA 


FrperaL Power Commission 


Docket Nos. G-18968 and G-18969, G-18970, G-19181, 
G-18961, CP60-122 


In the Matters of Texas Eastern TRANSMISSION CorPoRa- 
rion, ALconquin Gas Transmission Company, Transcon- 
TINENTAL Gas Pree Line Corporation, New York State 
NaruraL Gas Corporation, Texas HasTERN TRANSMISSION 
Corporation, TRANSCONTINENTAL Gas Pree Lrvz Corpora- 
tion, Texas Eastern TRaNsMIssion CoRPoRATION. 


Jorxst Motion or THE Oxo FueL Gas Company AND THE 
Manvuracrurers Licht anp Heat Company To REOPEN THE 
G-18968 et AL PrRocEEDINGS AND TO ConsoLiDATE SAME 
Wirs tHe CP60-122 Procreprnes. 


The Ohio Fuel Gas Company and The Manufacturers 
Light and Heat Company (Movants), pursuant to Sections 
1.33(a)(1) and 1.20(b) of the Commission’s Rules of Prac- 
tice and Procedure and Section 7(c) of the Administrative 
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Procedure Act, move to vacate the Examiner’s Decision is- 
sued July 22, 1960, at Docket No. G-18968 et al (the ‘‘ Winter 
Service Proceedings’’), to reopen said Winter Service Pro- 
ceedings, and to consolidate same for hearing with pro- 
ceedings at CP60-122 


Grounds for the Motions 


The Winter Service hearings commenced on May 2, 1960, 
and after fourteen days of hearing concluded on June 10, 
1960. The propriety of the basic design of the WS rate 
approved by the Examiner in his Decision of July 22, 1960, 
turns on the question of whether Texas EKastern’s low-cost 
existing off peak or excess capacity west of Oakford Storage 
and at Oakford Storage should be dedicated for rate pur- 
poses to Winter Service or made available to all classes of 
service. During the course of the 
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Winter Service hearings, Movants attempted to extract 
from Texas Eastern witnesses details concerning their next 
proposed expansion for regular classes of service, includ- 
ing details relative to the question of whether Texas East- 
ern’s next regular expansion for existing classes of service 
could be made, at least in part, from such existing facili- 
ties. Texas Eastern’s witnesses testified that some such 
expansion was contemplated but that the timing of the ap- 
plication to be filed therefor was uncertain and that they 
were unable to provide specific details as to such applica- 
tion (T. 191-3; T. 565-6; T. 817-20). Such cross-examina- 
tion took place during the month of May, 1960. 

On Monday, June 13, 1960, the first Commission business 
day after conclusion of the Winter Service hearings, Texas 
Eastern filed its CP60-122 application. It should be noted 
that the precedent agreements and the flow diagram (Ap- 
plication, Exhibit G) reflecting the proposed CP60-122 sales 
volumes were prepared during the months of March and 
April, 1960. 
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The CP60-122 application contains many of the details 
which Texas Eastern’s witnesses in the Winter Service case 
denied knowing about, notwithstanding that material por- 
tions of said CP60-122 application were prepared prior to 
the date of the witnesses’ testimony in the Winter Service 
ease, and said CP-60-122 application directly and indirectly 
refutes much of the Texas Eastern testimony in the Winter 
Service hearing. Such application and the studies of Mov- 
ants based thereon reveal beyond doubt that the evidence 
as to cost of the proposed 


[5161] 


Winter Service presented by Texas Eastern at the hearings 
is misleading, greatly understates the actual cost of the 
Winter Service, and conceals the true facts as to the inter- 
relationship of the facilities needed in the Winter Serv- 
ice and the CP60-122 applications and as to the facilities 
required to provide each such service. This deliberately 
withheld evidence is material to the basic issues of the 
Winter Service case, and it raises questions of fact and 
law common to the Winter Service and the CP60-122 ap- 
plications. 


Materiality of New Evidence 


The attached Appendix A reveals the extent to which 
Texas Eastern’s CP60-122 application requires reconcilia- 
tion with its evidence in the Winter Service hearing: 


1. In contrast to Mr. Goodrich’s WS testimony (Item 1 
of Appendix A), the timing the CP60-122 filing demon- 
strates the deliberate withholding by Texas Eastern of data 
contained in the CP60-122 application, so that it could not 
be used in the Winter Service hearing. 

2. With the data in the CP60-122 application, Movants 
can show that little if any construction would be required 
to render the CP60-122 sales if the Winter Service is not 
certificated (Item 2 of Appendix A). The attached Ap- 
pendix B shows the substantially greater revenues (ap- 
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proximately $3,200,000) which Texas Eastern would realize 
from its existing spare capacity if it were used for the 
CP60-122 sales instead of for Winter Service. The Ex- 
aminer seemed unable to comprehend the nature of the rate 
impact of the diversion of low-cost existing facilities from 
existing classes of service for whom said facilities have been 
installed and by whom their cost has been paid for several 
years. 
[5162] 


(T. 820 and T. 747-8). Appendix B brings that question 
sharply into focus by showing that preemption of Texas 
Eastern’s cheap expandability for Winter Service has a rate 
impact of approximately $1,200,000 upon existing classes 
of service. 

3. Our principal objection in the Winter Service pro- 
ceedings was to the method of determining the WS rate 
proposed by Texas Eastern and substantially adopted by 
the Presiding Examiner. Such rate was allegedly based 
upon the operations of Texas Hastern’s system, particu- 
larly its storage facilities (Texas Eastern Initial Brief, 
pages 5 and 25). A comparison of the CP60-122 applica- 
tion with the proof offered in the Winter Service case 
relating to the operations of Texas Eastern’s system, par- 
ticularly on items such as peak day storage withdrawals 
(Items 3 of Appendix A), line loss (Item 4), and pipeline 
loops proposed for Winter Service (Item 5), shows incon- 
sistencies which clearly support Movants’ contentions that 
the WS rate was based on unfounded assumptions as to 
Texas Eastern’s storage operations. 

The difference in peak day storage withdrawals under- 
scores the fact that storage operations vary in accordance 
with overall sales requirements and that storage accord- 
ingly is not segregateable for any one service. The ex- 
tension of line loops similarly refutes the premise that the 
additional pipeline loops applied for in G-18968 et al are 
segregateable for Winter Service—both for purposes of 
operation and for 
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purposes of rate design. The difference in line loss (Item 
4, Appendix A) is new and material evidence which tends 
to disprove Texas Eastern’s basic premise that it does not 
need additional facilities west of Oakford Storage to ren- 
der the Winter Service (Exh. 82, page 8). Such premise 
is another means by which Texas Eastern sought to under- 
state the cost of Winter Service and to support its ability 
to perform said service. 

Another inconsistency which requires reopening is the 
difference between the debt cost (Item 6, Appendix A) for 
the CP60-122 and Winter Service expansions. This is of 
particular significance since apparently the same issue of 
debt securities will be used to finance both projects. In 
order to justify the WS rate Texas Eastern assumed a 
534% interest charge on new debt and used such interest 
charge to increase the tax deduction and thereby under- 
state the cost for income taxes. In the CP60-122 applica- 
tion a different interest rate is used since the higher 
interest cost is not needed to justify a particular rate. 
This inconsistency underlines the devious methods by which 
Texas Eastern sought to back into its predetermined WS 
rate. 


Common Questions of Fact and Law 


Texas Eastern proposes that the Winter Service sales 
commence on November 16, 1960, and the CP60-122 sales 
on November 1, 1960. In both applications Texas Eastern 
proposes additional construction, but in order to justify 
the WS rate, it preempts its existing low-cost spare 
capacity for the proposed Winter Service.* 


* A large portion of the existing facilities which Texas Eastern seeks to 
preempt for the benefit of Winter Service is represented by relatively 
low-cost unused storage capacity in Texas Eastern’s Oakford Storage 
Field (Exh. 140, pp. 9-10; Exh. 141). 
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It would thereby deny the economic benefits of such exist- 
ing low-cost facilities to the existing classes of service to 
whom additional sales are proposed at Docket No. CP60- 
122. Thus, if Texas Eastern’s attempted preemption of 
such low-cost storage facilities for Winter Service is al- 
lowed, the rates to Winter Service will be lower and to ex- 
isting classes of service higher than they would be if the 
costs of all of Texas Eastern’s facilities are ‘‘rolled in.”’ * 

The Winter Service and sales proposed to be rendered 
from the CP60-122 facilities are to commence approxi- 
mately simultaneously. Yet the Commission is currently 
confronted with a piece-meal examination of various facili- 
ties required by Texas Eastern in order to supply these 
additional services. It is appropriate that the matters be 
consolidated so that the Commission can examine in one 
proceeding the overall facilities required to render these 
new services. Moreover, the cost of these overall facili- 
ties should be considered in determining the propriety of 
the WS rate. Otherwise, it is obvious that the sales other 
than those under the WS rate may be required to pay rates 
completely out of proportion to the costs 
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appropriately assignable to such sales. For this reason, 
among others, the consolidation of the CP60-122 proceeding 
with the Winter Service proceeding is not only appropriate 
but essential. 


*It must be recognized that as an operational matter there can be 
no preemption of specific facilities or specific capacity for designated 
classes of service. Texas Eastern’s total facilities (pipeline and storage) 
must be and are designed as an integrated operation to meet the total 
requirements of all classes of service. Only because Texas Eastern is 
seeking to justify a specific rate for the WS Service does it indulge in 
the erroneous fiction that certain specified facilities (low-cost per Mef of 
capacity) are dedicated, preempted and segregated for the WS Service. 
Movants reassert that the CP60-122 application highlights the fallacies 
of this rate-making approach, the inherent unfairness to other classes of 
service, and the resulting undue discrimination in violation of the Natural 


Gas Act. 
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Legal Support for the Motions 


The Commission’s Rule 1.33(a)(1) of its Rules of Prac- 
tice and Procedure recognizes the importance of the Com- 
mission’s considering in proceedings before it, evidence 
available for the first time after the close of hearings. 
Further recognition of this importance is contained in the 
provision of Section 19(b) of the Natural Gas Act provid- 
ing for the reopening of Commission proceedings by a 
court on review for the receipt of additional material evi- 
dence. Certainly the ‘‘full and true disclosure”’ of all 
facts pertinent to an agency proceeding contemplated by 
Section 7 of the Administrative Procedure Act could only 
be accomplished in the case of material evidence discovered 
after the close of hearings, by having such hearings re- 
opened for the inclusion of such evidence. 

In the City of Pittsburgh v. FPC. (1956) 237 F2d 741, 
the Court pointed out ‘‘. . .it would be most unrealistic 
to disregard crucial evidence occurring pending appeal.”’ 
(p. 752, fn. 33). If it would be unrealistic to do so pend- 
ing appeal, it would be equally or more so between the 
close of hearing and final Commission decision. 

In the City of Pittsburgh case, the Court was asked in 
effect to take judicial notice of an application proposing 
an expansion of its system and filed by Texas Eastern 
after issuance of the order appealed from. This request 
related to the City’s claim that the certificated project 
would use up 
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Texas Eastern’s cheap expandability, would make more ex- 
pensive the later-planned expansions of Texas Eastern’s 
gas business and thus would eventually result in increasing 
the cost of serving Pittsburgh consumers. The Court held 
that the issue raised by the City of Pittsburgh was material 
and relevant, but that notice need not be taken of the new 
application since the Commission’s determination not to 
consider and explore Texas Eastern’s plans for future 


622 


5167 


expansion and the effect thereon of certification of the 
project immediately before it, was reversible error. How- 
ever, the Court pointed out that, if the details of a particu- 
lar future expansion had been necessary to determine on 
appeal whether the Commission had been in error in not 
considering the effect on future expansions of certificating 
a project, the Court would have granted a motion to adduce 
such evidence. 

Movants contend that there is a striking parallel be- 
tween the City of Pittsburgh case and this case. In the 
Pittsburgh case, the Commission precluded itself from 
considering relevant evidence as to the effect on future 
expansions of using up the cheap expandability of Texas 
Eastern’s system. In the Winter Service case the action 
of Texas Eastern in preventing Movants from obtaining 
the details with respect to its CP60-122 expansion would, 
if tolerated, achieve the same result. 

Our studies of Texas Eastern’s application at Docket No. 
CP60-122 indicate that the less expensive expandability of 
Texas Eastern’s system proposed to be dedicated by Texas 
Eastern to Winter Service would be sufficient to enable 
Texas Eastern to render most if not all of the sales pro- 
posed at Docket No. CP60-122. Moreover, the attached 
Appendix B shows that the revenues from 
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such existing facilities would be considerably greater if 
the facilities are used for the existing classes of service 
proposed to be served at CP60-122 than if the facilities 
are dedicated to Winter Service. Such evidence indicates 
that existing classes of service would receive a considerable 
rate benefit if Texas Eastern’s existing facilities were 
used for the CP60-122 sales, which evidence was not avail- 
able at the Winter Service hearing. The public interest 
in certificating one of these projects, including the effect 
on present and future rates to existing customers, cannot 
be determined independently of the other. Movants sub- 
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mit they could only be properly considered by reopening 
the Winter Service case and considering both expansions 
together in a consolidated hearing. 


Wuererore, Movants respectfully move that the Exam- 
iner’s Decision in the Winter Service proceedings be va- 
cated, that said proceedings be reopened for the introduc- 
tion of additional evidence with respect to Texas Eastern’s 
certificate application at CP60-122, and that said CP60-122 
proceedings be consolidated therewith for hearings in order 
that the Commission may resolve each of these proceedings 
on the basis of all of the pertinent facts, including the 
interrelationship of the facilities required in each proceed- 
ing, and for such other relief as the Commission may 
find appropriate. 


Respectfully submitted, 


/s/ Wiutam C. Hart, 
Wruum C. Hart, 
Freperick H. Cuarx, 


Attorneys for 


Tue Onto Fue, Gas Company AND 
Tre Manuracturers Licnt anp Heat 
Company. 


Dated: August 2, 1960; New York, New York. 
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Stare or.New York, 
County of New York, ss: 


Wituuam C. Hart, being first duly sworn, deposes and 
says that he is the duly authorized attorney for The Manu- 
facturers Light and Heat Company and for the Ohio Fuel 
Gas Company herein; that he has read the foregoing docu- 
ment; and that the facts stated therein are true to the 
best of his knowledge and belief. 


/s/ Wiuram C. Hart, 
Wurm C. Harr. 
Sworn to before me and subscribed in my presence this 
2nd day of August, 1960 


/s/ Freperick H. Cuarx, 
Freperrck H. Cuark. 


Notary Public, State of New York. 


No. 41-5706201, Qualified in Queens Co. 


Commission expires March 31, 1962. 
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Aprenpx A 


Texas Eastern’s Evidence in Winter Service Hearings 
(May 2-June 10, 1960) 

. Texas Eastern’s witnesses purported not to know when Texas 
Eastern would file its contemplated application for a cer- 
ficate of Public Convenience and Necessity for authority 
to install approximately $15,000,000 of pipeline ties, 

i west of storage, and to serve approximately 50,000 
imum Daily Quantity volumes and approximately 
16,000,000 Mecf of annual volumes under its Beg Rate 

Schedules. (T. 191, 817-819). 

. (a) Mr. Jennings, Texas Eastern’s engineering witness, 
stoi that if the Winter Service were not certificated, 
substantially the same amount of flow capacity pro in 
the CP60-122 application would have to be provided west of 
Station 21-A in order to enable Texas Eastern to make the 
sales proposed in said CP60-122 expansion (T. 559, 566). 


(b) Mr. Goodrich, Texas Eastern’s Senior Vice President in 
charge of the Gas Division, when asked whether the next 
expansion (CP60-122) would require any construction if 
the Winter ice were not cated, 


“A, Yes, Sir. Most of it—Maybe all of it.” (T. 819). 


. Hearing Exhibit 4 shows a peak withdrawal from Oakford 
Storage of 374,878 Mcf per day. Mr. Goodrich testified 
that no storage facilities were involved in the contemplated 
CP60-122 expansion. (T. 818). 


Texas Eastern’s CP60-122 Data 
(June 13, 1960 
and Joint Petitioner’s Studies Thereon 


Our studies based on the CP60-122 application indicate that 
little, if any, of the: construction proposed therein would be 
required for the sales proposed therein if the Winter Service is 
not certificated. 


The CP60-122 application contains an Exhibit G, dated April 
i rom Oakfor 


12, 1960, which ws a peak day withdrawal from 
Storage of 387,610 Mcf/d 


‘ord 
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. Texas Eastern’s entire Winter Service rate pro is based 
on the premise that no added construction would be required 
west of Station 21-A in order to render the Winter Service. 
ey p. 8) This position is based in material part on 

i it No. 4, a flow diagram of Texas Eastern’s 
system from just west, of Station 21-A to the eastern terminus 
of Texas "8 . Said Exhibit 4 showed no line 
logs at Station 21-A or at any point east of Station 21-A. 


. Texas Eastern testified (T. 756-7) that the WS rate should be 
designed on the assumption that the additional Pipeline 
loops east of storage would be installed solely for Winter 
Service. 

. Texas Eastern claimed an interest cost of 534%, and it based 
its income tax deduction used in computing the Winter Serv- 
ice cost of service upon the premise that such proposed in- 
terest rate should be segregated against and used wholly as 
a tax benefit for Winter Service. 


The April 12, 1960, Exhibit G shows a line loss of 12,690 Mcf/d 
at Station 21-A and of 7,140 Mcf/d at Station 26. 


Exhibit G shows the further extension for CP60-122 sales of the 
i confirming that 
ted for particular services, 
services. 

The CP60-122 application indicates that the construction 
therein proposed would be financed from the same issues of 
securities proposed to finance the Winter Service (Exh. L(i) 

p. 2). Moreover, it reflects a 534% interest cost. 
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Appenpix B 


Texas EASTERN TRANSMISSION CORPORATION 


Net Benenfit to Existing Classes of Service from Using Existing Facilities for 
CP60-122 Expansion Rather Than for Winter Service 


A) Additional Revenues due to CP60-122 Sales! 


1. Total Jurisdictional Revenues from Existing 
Rate Schedules? per Page 10, Exhibit N... $253,025,371 
2. Additional Revenue due to First Supplement 


155,497 


Total Proposed Revenues $253 , 180 ,868 


. Less: Total Firm Jurisdictional Revenues 
Prior to Additional Sales Under CP60-122 
(Docket G-18969 Exhibit 9, Page 10) 246 , 180,450 


4. Additional Revenue due to CP60-122 Sales $7,000,418 


Revenue From Winter Service (WS) Sales 
Which Can Be Rendered Through Existing 
Storage and Pipeline Facilities 


1. Volume of WS Sales per Docket G-18969 
Exhibit 11, Page 6, Line 10 5,042,100 Mef 
2. Average Revenue per Mcf at WS Rate 
Adopted by Examiner 74.6¢ 
3. Possible WS Revenue $3,761,407 


Additional Gross Revenue Which Could Be 
Generated tibet Existing Facilities Under 
Firm Rate Schedules vs. WS Rate $3,239,011 


1. Less: Incremental Cost of Additional Mef 
Required at CP60-122 2,048,722 


Net Benefit to Existing Classes of Service of 
Using ag ee for CP60-122 Sales 
Instead of for WS Sales $1,190,289 


1 Reflected in summary form since annual sales as reflected in the First Supple- 
ment to the CP60-122 Application are not available by Customers. 
2 Rate Schedules DCQ, GS, SGS, and ACQ. 


eee 
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The Motion filed here makes the claim that the method 
of determining the WS rate by Texas Eastern, as substan- 
tially adopted by the Examiner, is incorrect and states in 
the connection 
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it is clear that a comparison of the evidence in Dockets Nos. 
G-18968, et al., and the application in Docket No. CP60-122 
shows inconsistencies, which support Columbia’s conten- 
tions that the WS rate is based on unfounded assumptions 
as to Texas Eastern’s storage operations. The particular 
items cited in Appendix A in support of such contentions 
are: (1) peak day storage withdrawals (Item 3), (2) line 
loss (Item 4) and (3) pipe line loops for Winter Service 
(Item 5). 

Item 4 of Appendix A points out that Hearing Exhibit 4 
of Dockets Nos. G-18968, et al., shows no line loss at Station 
91-A or at any point east thereof, while Exhibit G, attached 
to the Docket No. CP60-122 application, shows a line loss 
of 12,690 Mcf/d at Station 21-A and 7,140 Mcef/d at Station 
26. A very simple explanation makes obvious the fallacy 
of that contention. No additional main line capacity has 
been constructed on the Texas Eastern system from the 
areas of gas supply to Station 21-A since completion of the 
Docket No. G-12446, et al., expansion program. During 
such period, however, additional volumes of gas were sold 
by Texas Eastern as a result of applications filed in Dockets 
Nos. G-17237 and G-19575, and as ordered by the Commis- 
sion as a result of several Section 7(a) applications. It was 
possible for Texas Eastern to make these sales without 
the construction of additional main line facilities from the 
supply area to Station 21-A by using the small amount of 
loss design contingency provided in the Docket No. G-12446, 
et al., design, which had become available as marginal 
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capacity after experience in the operation and maintenance 
of the system west of Station 21-A as augmented by the 
Docket No. G-12446 expansion. Since this resulting margi- 
nal capacity had been consumed and no longer existed at 
the time the Exhibit 4, Docket No. G-18968 was prepared, 
it could not be shown on that exhibit. 

The application in Docket No. CP60-122, providing a sub- 
stantial increase in main line capacity from the sources of 
supply to the market, necessarily includes a small loss de- 
sign contingency, which is usual and proper in pipe line 
design. 

It is abundantly clear that the absence of loss allowance 
in Exhibit 4 in Docket No. G-18968, et al., and the inclusion 
in Docket No. CP60-122 of such an allowance in Exhibit 
G does not represent an inconsistency between these two 
applications. 

In Item 3 of Appendix A the Columbia Companies erro- 
neously attempt to show that some requirements of the 
Docket No. CP60-122 application will be met from Oakford 
Storage by comparing Hearing Exhibit 4 in Dockets Nos. 
G-18968 et al., which shows peak day withdrawals from 
Oakford Storage of 374,878 Mcf per day, with the Docket 
No. CP60-122 application which shows, on Exhibit 6, a peak 
day withdrawal from Oakford Storage of 387,610 Mef per 
day. That such comparison wholly fails to support the con- 
tentions of the Columbia Companies becomes obvious when 
it is noted that if the loss requirement is not realized, then 
the peak day withdrawals from storage of 387,610 Mef, as 
shown on Exhibit G in Docket No. 
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CP60-122, would be reduced to less than that shown on Ex- 
hibit 4 in Docket No. G-18968 et al. This proves that the 
storage facilities are not used to meet any of the market 
requirements of Docket No. CP60-122. 
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Under Item 5 the Columbia Companies contend that the 
further extension of the pipe line loops proposed in the 
Winter Service case confirms that the loops proposed 
therein are used for the benefit of all services and refutes 
the premise of Texas Eastern that such loops are charge- 
able to the Winter Service. It has never been the conten- 
tion of Texas Eastern that such loops would not be used in 
other service but it was clearly shown in the WS proceed- 
ings that such loops were required to be constructed to ren- 
der Winter Service and that the costs related thereto were 
chargeable directly to the Winter Service. 

The Columbia Companies contend that the difference in 
rates of interest on new debt as shown in Docket No. G- 
18968, et al., and as estimated in Docket No. CP60-122 is a 
devious inconsistency by which Texas Eastern sought to 
back into a predetermined WS rate. All that can be done 
in certificate proceedings is to estimate the cost of financing 
the facilities proposed so that the Commission may scruti- 
nize such financing before it becomes an actuality. The 
actual rate at which debt securities are ultimately sold is 
determined by market conditions at the time of the sale. 
Because these two estimates do not come out with identical 
percentages is of no consequence, as the minor 
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difference would have no impact on the rate to be charged 
for the various services. 


[5411] 
Berore THE Fepera Power ComMIssIon 
Docket Nos. G-18968 & G-18969, G-18970, G-19181, G-18961 


In the Matters of Texas Eastern Transmission Corpora- 
tion, ALconquin Gas Transmission Company, TRANSCON- 
TINENTAL Gas Pree Linz Company, New York SratTz 
Naturan Gas Corporation, Texas Hastern TRansMISSION 
Corporation, TRANSCONTINENTAL Gas Pree Live Corpora- 
TION 


Exceptions To InrermepiaTe Decision AND ProposED 
Fryprvcs 


The Ohio Fuel Gas Company and The Manufacturers 
Light and Heat Company (Columbia Intervenors) hereby 
appeal to the Commission from the Intermediate Decision 
of Presiding Examiner Woodall, issued herein on July 22, 
1960. Columbia Intervenors take exception to the Exami- 
ner’s erroneous determination that the proposed Winter 
Service is in the public interest at an average rate of 74.6 
cents per Mcf. The Examiner held that such rate was 
‘‘just and reasonable and not unduly discriminatory, 
preferential or otherwise unlawful’’ despite the fact that 
the record shows such rate is substantially below the cost 
of providing the service. It is also clear from the record 
that if the proposed WS service is rendered at an average 
rate of 74.6 cents, Columbia 
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Intervenors, who purchase approximately 20 per cent of 
Texas Eastern’s total sales, will be required to subsidize 
the proposed WS service to a very substantial extent. 
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Specrric ExcErtions 


Columbia Intervenors except to the following particular 
portions of the Presiding Examiner’s Decision: 


1. Findings 1 to 4, inclusive, at pages 24 to 29; 
2. Findings and Conclusions Nos. 1 and 2, appearing at 
pages 29 and 30; 
3.‘‘Further Findings and Conclusions’’ Nos. 3, 4, 5, 6, 
7, and 8, appearing on pages 31 and 32; 
4. The second, third, fourth, and fifth paragraphs ap- 
pearing on page 7; 
5. The third paragraph and first sentence of the fourth 
paragraph appearing on page 9; 
6. The second complete paragraph on page 12 and the 
last sentence on page 12; 
7. The first three paragraphs on page 14; 
8. The third, fourth and fifth paragraphs and the last 
two sentences in footnote 8 on page 17; 
9. The second paragraph and footnote 11 on page 20; 
10. All of pages 21 and 22; 
11. Footnote 13 on page 23; and 
12. Ordering paragraphs A through G on pages 32 and 


33. 
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Columbia Intervenors further except to the Presiding Ex- 
aminer’s refusal to permit the incorporation by reference 
in the record herein of Texas Eastern’s rate increase filings 
in Docket Nos. G-12706 and G-18841 and Texas Eastern’s 
certificate applications herein and in Docket No. G-16505. 

These exceptions encompass such a large portion of the 
Presiding Examiner’s Decision, as well as his findings, con- 
clusions and order, as to constitute exception in essence to 
his entire Decision. The Proposed Findings and Conclu- 
sions in Lieu Thereof, accordingly, set forth a rewriting of 
the Presiding Examiner’s Decision. There is filed here- 
with and attached hereto a Memorandum in support of the 
Exceptions and in support of the Proposed Findings and 
Conelusions in Lieu Thereof. 
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Proposep Frxprncs anp Conciusions in Lreu THEREOF 
Burden of Proof 


Texas Eastern has failed to show that the proposed Win- 
ter Service is in the public interest at the proposed WS 
rate. 

It is well established that the proponent of a rule or 
order has the burden of proof (Administrative Procedure 
Act, §7(¢)). In Opinion No, 288, In Re Cities Service Gas 
Co., et al., Docket No. G-2569 (November 28, 1955), 14 FPC 
134, 145, affirmed sub nom. Signal Oil and Gas Company v. 
FPC, 238 F 2d 
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771 (C.A. —3, 1956), the Commission stated that an appli- 
cant in a certificate proceeding ‘‘has the burden of proving 
all elements of its application so that we may conclude that 
the service proposed is or will be required by the present 
or future public convenience or necessity. A vital element 
of such proof is concerned with the rates proposed.’’ The 
Commission also there pointed out the problems involved 
in attacking under Section 5(a) of The Natural Gas Act a 
rate or charge which has become effective. 

The Commission in turn has a duty to make ‘‘a most 
eareful scrutiny and responsible reaction to initial price 
proposals’’ where the presentation of evidence signals the 
existence of a situation that probably would not be in the 
public interest, Atlantic Refining Company v. Public Service 
Commission of New York, (1959) 360 US 378, 72 S.Ct. 
1246; see In Re Hope Natural Gas Company, et al., Docket 
Nos. G-12571, et al., March 31, 1958, 19 FPC 405. 

The 1949 (p. 114), 1952 (p. 109), and 1954 (p. 127) An- 
nual Reports of the Commission to Congress point out the 
Commission’s view with respect to rate proposals in con- 
nection with the new pipelines and services related to pipe 
line certificate applications, stating in substance that such 
rate proposals must be carefully analyzed to ascertain 
whether the 
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statutory requirements of reasonableness and nondiserimi- 
nation are met. This clearly evidences the burden on the 
applicant in a pipeline certificate proceeding to show that 
the proposed initial rates are based on a proper deter- 
mination of costs and are otherwise just and reasonable 
and nondiscriminatory. 

The Commission stated In Re Transcontinental Gas Pipe 
Line Corporation, et al, Docket Nos. G-12059, et al (order 
issued December 17, 1958), 20 FPC 843: 


“In authorizing pipeline projects and the rendition 
of natural gas service in accordance with the require- 
ments of public convenience and necessity, it is of basic 
importance that the rate for each proposed service 
bear the share of the costs reasonably and fairly 
allocable to that service.’ 


Texas Eastern is proposing herein a new service at a 
new rate. In order to determine whether this new service 
is in the public interest, a showing is required that an 


adequate market exists for this service, ef., Kansas Pipe 
Line & Gas Company, et al, 2 FPC 29. Clearly, a market 
for a new service is not adequate, if the record shows that 
if the rate level increases, the market will be less if it exists 
at all. In such case, the new service and the proposed con- 
struction of $50 million of facilities to render it cannot be 
found to be in the public interest unless a market is shown 
for the 
[5416] 


service at such rate, if higher than that proposed, as re- 
covers the costs fairly allocable to the service. 

Columbia Intervenors contend that Texas Eastern has not 
supported the proposed WS rate and that the Commission 
cannot find on the evidence that the WS rate will recover 
“the share of costs reasonably and fairly allocable to that 
service.’? (In Re Transcontinental, supra) They contend 
that the proposed WS rate has not been designed on the 
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basis of costs, the so-called ‘‘allocation’’ presented by 
Texas Eastern is not fair, reasonable or factual, and the 
WS rate is unreasonably low and discriminatory. They 
also contend that there has been no showing of what mar- 
ket, if any, exists for Winter Service, if the rate therefor 
recovered the costs fairly and reasonably allocable thereto. 


TREATMENT OF STORAGE 


One of the major issues as to the cost of rendering the 
proposed WS service relates to the allocation of storage 
costs and the assumptions as to who receives gas from 


storage. 


1) Texas Eastern’s Underlying Theory 


One of the cardinal facts herein is that Texas Eastern’s 
storage capacity is considerably less expensive than its 
transmission capacity. Thus, Exhibit 140, pages 9-10, and 
Exhibit 141 show that the fixed unit cost per Mef per day of 
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Texas Eastern’s existing (Oakford) storage capacity is 
$9.04 as compared to the fixed unit cost of its transmission 
capacity from Texas through Zone C of $64.30. 

Texas Eastern’s underlying theory as to Winter Serv- 
ice is that it is performed from existing, as well as new, 
storage (Ex. 83, pages 9-10) and that the WS rate should 
accordingly be based to the maximum extent possible on 
the low-cost storage capacity and only to the slightest ex- 
tent possible on high-cost transmission capacity (Texas 
Eastern’s Brief, pages 5, 25). Thus, Mr. Bufkin, Texas 
Eastern’s rate witness, did not allocate costs to Winter 
Service on the same basis used in allocating costs to Texas 
Eastern’s existing classes of service. Instead, he assigned 
to Winter Service the full costs of the proposed Leidy 
Storage and additional transmission facilities, together 
with a portion of the costs of existing facilities which he 
assumed were used by Winter Service. In pursuance of 
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his premise of storage dedication to Winter Service, he 
subdivided existing facilities into three categories: (1) Oak- 
ford Storage, (2) existing pipeline system east of Station 
21-A, and (3) transmission costs west of storage. He allo- 
cated to Winter Service 36.471 per cent of the demand and 
16.807 per cent of the commodity costs of Oakford Storage, 
8.977 per cent of the demand and 2.065 per cent of the 
commodity 
[5418] 


costs of existing pipeline system east of Station 21-A (Ex- 
hibit 11, page 6), and in lien of allocating any transmission 
cost west of storage, he simply assumed said cost, together 
with cost of gas, to be 26 cents per Mcf (Exh. 83, pages 
16-17). These assumptions and allocation factors are not 
realistic. 


2) Invalidity of Segregation of Storage 


Texas Eastern’s premise that its storage facilities should 
be dedicated to Winter Service is contrary to Commission 


practice, inconsistent with Texas Eastern’s integrated sys- 
tem operation, and unduly discriminatory to existing classes 
of service. 

It is contrary to Commission practice because 


‘“'This Commission has never recognized a proprietary 
right or preferential advantage to anyone by reason 
of the terms of the contract or otherwise, where it 
might be claimed that such individual should be en- 
titled to specified facilities without regard for over-all 
costs reflecting system operations. The Commission 
has made this abundantly clear in its various decisions 
relating to rates.”’ (In Re United Gas Pipe Line Com- 
pany, Docket Nos. G-1142, et al, (Nov. 2, 1954) FPC 
Opinion 277, page 28; 13 FPC— ) 


Adherence to this policy of nonsegregation of facilities 
is essential to sound regulation. To depart from it would 
open a ‘‘Pandora’s Box’’ wherein the claims of certain cus- 
tomers 
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or classes for preferential treatment relating to particular 
facilities would be limitless and impossible to administer. 
(T. 1423-4) 

The attempted pre-emption of Oakford Storage for Win- 
ter Service is unfair to all of Texas Eastern’s existing 
customers, such as Columbia Intervenors, who do not take 
Winter Service, but who have been paying through their 
rates the costs of Oakford Storage since its certification in 
1950. The fact that Columbia Intervenors may have op- 
posed the rolling-in of Oakford Storage in the past is ir- 
relevant to determination of whether they should now be 
deprived of the benefits of this low-cost facility whose costs 
they have been bearing for years. The Commission will 
take official notice of the fact that, in Texas Eastern’s rate 
cases, including its pending rate cases, the cost of Oakford 
Storage has been rolled in and shared by all of Texas East- 
ern’s customers, including DCQ customers, except in the 
field gathering zone (Zone A). 

Texas Eastern’s premise of segregation of storage is, 


furthermore, inconsistent with the operation of its system 
because its storage is treated as an integral part of the 
over-all operation, not as an independent entity. Texas 
Eastern showed affirmatively that its storage will not be op- 
erated on a segregated basis (T. 554). It merely ‘‘deter- 
mined’’ to 
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dedicate its storage fields to Winter Service for rate pur- 
poses. (T. 544, 545, 691) 

Texas Eastern proposes to assign the cost of this low- 
cost capacity to preferred customers without regard to 
the actual facilities used to serve such preferred customers. 
Its claim in its Brief (page 5) that it has ‘‘treated storage 
in the manner in which it is used on Texas Eastern’s sys- 
tem’’ is a bare conclusion, contrary to the record. More- 
over, neither Staff Witness Curry nor the New York 
Companies’ Witness Quig, both of whom assumed that 
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Winter Service should be costed on the premise that it 
will be rendered exclusively from storage, offered any 
factual evidence in support of this critical premise. 

The impracticality and unfairness of attempting to segre- 
gate storage was succinetly stated by Mr. Batten at Exhibit 
139, pages 4-5, and the indivisible nature of Texas East- 
ern’s capacity was explained by Mr. Nissel at Exhibit 140, 
pages 5-9. Texas Hastern’s own evidence confirms that 
Mr. Bufkin’s rate premise is inconsistent with Texas East- 
ern’s operations: 


(a) Mr. Jennings testified that he had determined the 
storage withdrawals on the basis of the difference 
between system total requirements, including 
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Winter Service, and the total supply which the pipe- 
line can deliver to the market area (T. 511, 513), and 
that he had determined peak day storage withdrawals 
in a similar manner (T. 513, 514, 555). 

(b) Mr. Jennings admitted that sources of gas for 
Texas Eastern’s particular services cannot be iden- 
tified (T. 554), that the Philadelphia area, wherein 
Philadelphia Gas and Philadelphia Electric are pros- 
pective WS customers, does not and cannot physically 
receive gas direct from storage (T. 553), and that 
WS customers upstream (west) of storage receive 
gas brought up through the pipeline from the south- 
west (T. 446-7). 

(c) Mr. W. E. Ball admitted that Texas Eastern 
delivers gas in a commingled stream (T. 187). 

(d) Mr. Bufkin testified that Texas Eastern relies 
upon the use of underground storage ‘“‘when coupled 
with pipeline capacity as may be necessary”’ to meet 
contractual obligations of its customers (T. 744). 
(e) Although Texas Eastern’s, and thus the Staff’s, 
allocation assumed 15,000,000 Mef would be withdrawn 
from Leidy Storage for Winter Service sales in 1962 
(Exh. 11, p. 6—Exh. 83, p. 10), Texas Eastern’s 
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schedule of storage withdrawals (Ex. 8, pp. 3 & 4) 
shows a withdrawal of only 10,138,000 Mef for 1962. 
The total storage withdrawal assumed by Texas East- 
ern and the Staff for 1962 of 45,000,000 Mef (Exh. 11, 
p. 6—Ex. 83, p. 10) substantially exceeds the antici- 
pated storage withdrawal for 1962 shown on Ex. 1, 
Sched. 5, p. 2, Line 25 of 37,000,551 Mef. 


3) Dedication of Storage to WS Service Is Discriminatory 


Texas Eastern’s premise of dedication of storage to 
Winter Service is unduly discriminatory to existing classes 
of service because it pre-empts for Winter Service the 
relatively low-cost storage facilities with the result that 
the rates for existing classes of service would be based 
almost exclusively on Texas Eastern’s high-cost transmis- 
sion capacity. It would also require Texas Eastern to 
construct simultaneously additional high-cost facilities to 
provide service to its other classes of customers. Such 
customers would pay much more for the use of such ca- 
pacity than would be received by Texas Eastern for equiva- 
lent capacity dedicated to WS service. Yet without WS 
service additional construction would be eliminated or 
greatly reduced. 

The propriety of the basie design of the WS rate ap- 
proved by the Examiner in his decision of July 22, 1960, 
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turns on the question of whether Texas Hastern’s existing 
spare capacity should be deemed to consist of low-cost 
capacity at Oakford Storage and off-peak capacity West 
of Oakford and this low-cost spare capacity should then 
be dedicated for rate purposes to Winter Service or pre- 
served as part of Texas Eastern capacity to meet the pres- 
ent and future requirements of all classes of service. 
During the course of the Winter Service hearings, Co- 
lumbia Companies attempted to extract from Texas Hast- 
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ern witnesses details concerning their next proposed ex- 
pansion for regular classes of service, including details 
relative to the question of whether Texas Eastern’s next 
regular expansion for existing class of service would be 
made, at least in part, from such existing facilities. Texas 
Eastern’s witnesses testified that some such expansion 
was contemplated but that the timing of the application to 
be filed therefor was uncertain and that they were unable 
to provide specific details as to such application (T. 191-3; 
T, 565-6; T. 817-20). Such cross-examination took place 
during the month of May, 1960. 

On Monday, June 13, 1960, the first Commission business 
day after conclusion of the Winter Service hearings, Texas 
Eastern filed its CP 60-122 application. It should be noted 
that the precedent agreements and the flow diagram (Ap- 
plication, 
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Exhibit G) reflecting the proposed CP 60-122 sales volumes 
were prepared during the months of March and April, 1960. 

The CP 60-122 application contains many of the details 
which Texas Eastern’s witnesses in the Winter Service 
ease denied knowing about, notwithstanding that material 
portions of said CP 60-122 application were prepared prior 
to the date of the witnesses’ testimony in the Winter Serv- 
ice case, and said CP 60-122 application directly and in- 
directly refutes much of the Texas Eastern testimony in 
the Winter Service hearing. Analyses of such application 
reveal beyond doubt that the evidence as to cost of the pro- 
posed Winter Service presented by Texas Eastern at the 
hearings is misleading, greatly understates the actual cost 
of the Winter Service, and conceals the true facts as to 
the interrelationship of the facilities needed in the Winter 
Service and the CP 60-122 applications and as to the facili- 
ties required to provide each such service. This deliberately 
withheld evidence is material to the basic issues of the Win- 
ter Service case, and it raises questions of fact and law com- 
mon to the Winter Service and the CP 60-122 applications. 


642 


5426 


The Commission takes official notice of the data in the 
CP 60-122 application, which shows that little if any con- 
struction will be required to render the CP 60-122 sales 


[5425] 


if the Winter Service is not certificated. Substantially 
greater revenues (approximately $3,000,000 gross, or ap- 
proximately $1,200,000 after giving effect to increased gas 
purchased costs) would be realized from Texas Hastern’s 
existing spare capacity if it were used for the CP 60-122 
sales instead of for Winter Service. 

Columbia Intervenors’ principal objection to the Winter 
Service proceedings was to the method of determining the 
WS rate proposed by Texas Eastern and substantially 
adopted by the Presiding Examiner. Such rate was based 
upon Texas Eastern’s purported operations of its system, 
particularly its storage facilities (Texas Eastern Initial 
Brief, pages 5 and 25). A comparison of the CP 60-122 
application with the proof offered in this case relating to 
the operations of Texas Eastern’s system, particularly on 
items such as peak day storage withdrawals, line loss, and 
pipeline loops proposed for Winter Service, shows incon- 
sistencies which clearly support Columbia Intervenors’ con- 
tentions that the WS rate was based on unfounded assump- 
tions as to Texas Eastern’s operations. 

The difference in peak day storage withdrawals under- 
scores the fact that storage operations vary in accordance 
with over-all sales requirements and that storage accord- 
ingly is not segregatable for any one service. The proposed 
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extension of line loops similarly refutes the premise that 
the additional pipeline loops applied for in G-18968, et al, 
are segregatable for Winter Service—either for purposes 
of operation or for purposes of rates. The difference in 
line loss is new and material evidence which tends to dis- 
prove Texas Eastern’s basic premise that it does not need 
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additional facilities west of Oakford Storage to render the 
Winter Service (Ex. 82, page 8). Such premise is only 
one method by which Texas Eastern sought to understate 
the cost of Winter Service and to support its ability to 
perform said service. 

Another point raised by the CP 60-122 application which 
underscores the understatement of Winter Service cost in 
this proceeding is the difference between the debt cost as- 
sumed for the CP 60-122 and Winter Service expansions. 
This is of particular significance since apparently the same 
issue of debt securities will be used to finance both projects. 
In order to justify the WS rate, Texas Eastern assumed a 
534 per cent interest charge on new debt and used such 
interest charge to increase the tax deduction for interest 
and thereby understate the cost for income taxes. In the 
CP 60-122 application an interest rate of only 5% percent 
is used since the higher interest cost is not needed to 
justify a particular rate. These inconsistencies underline 
the methods by which Texas Eastern sought to back into 
its predetermined WS rate. 
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Texas Eastern proposes that the Winter Service sales 
commence on November 16, 1960, and the CP 60-122 sales 
on November 1, 1960. In both applications Texas Eastern 
proposes additional construction, but in order to justify the 
WS rate, it pre-empts its existing low-cost spare capacity 
for the proposed Winter Service. 

It would thereby deny the economic benefits of such ex- 
isting low-cost facilities to the existing classes of service 
which have been paying the Oakford costs for many years 
and to whom additional sales are proposed at Docket No. 
CP 60-122. Thus, if Texas Eastern’s attempted pre-emption 
of such low-cost storage facilities for Winter Service is 
allowed, the rates to Winter Service will be lower and to 
existing classes of service higher than they would be if the 
costs of all of Texas Eastern’s facilities were “¢rolled in.’’ 

It must be recognized that as an operational matter, 
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there can be no pre-emption of specific facilities or specific 
capacity for designated classes of service. Texas Hastern’s 
total facilities (pipeline and storage) must be and are de- 
signed as an integrated operation to meet the total require- 
ments of all classes of service. Only because Texas Hast- 
ern is seeking to justify a specific rate for the WS service 
does it indulge in the fiction that certain specified facili- 
ties are dedicated, pre-empted and segregated for the WS 
service. 
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The CP 60-122 application highlights the fallacies of this 
rate-making approach, the inherent unfairness to other 
classes of service, and the resulting undue discrimination 
in violation of the Natural Gas Act. It also demonstrates 
the attempt by Texas Eastern to carve out of its existing 
spare capacity the ‘‘cheap expandability”’ therein and give 
the benefits thereof to its Winter Service customers. Since 
the Winter Service customers * and not all of Texas East- 
ern’s enstomers will benefit from this dedication of Texas 
Eastern’s cheap expandability, its dedication to Winter 
Service would not be in the public interest, City of Pitts- 
burgh v. FPC, 237 F 2d 741. 

Accordingly, the costs to be recovered through the Win- 
ter Service rate can only be fairly determined on the basis 
of a system-wide cost allocation with the costs relating 
to storage rolled-in. The arguments and cases cited in 
favor of segregation of storage and related facilities by the 
Presiding Examiner do not appear applicable in this case 
where the joint use of these facilities to render service 
to all customers on Texas Eastern’s system has been so 
clearly shown. Only a fair 


© Two of these WS customers are not present customers of Texas East- 
ern and a third purchases little of its natural gas requirements from 
Texas Eastern. These three WS customers, all operating in the New 
York City area, will purchase over one-third of the peak and annual WS 
volumes. 
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allocation of system-wide costs with storage rolled-in will 
show what rate for Winter Service would be fair and rea- 
sonable and not unduly discriminatory to other classes 
of service. 

It should be noted that the Columbia Intervenors sub- 
mitted evidence in these proceedings which included alloca- 
tions on a system-wide cost basis which endeavored to 
spread the benefits as well as the cost of storage among 
all of Texas Eastern’s existing classes of service. These 
allocations show that the cost of rendering Winter Service 
is substantially higher than the costs which the approved 
and proposed WS rates would have recovered. This evi- 
dence demonstrates the failure of the approved Winter 
Service rate to recover the costs fairly allocable to such 
service. 


Texas Eastern and not the Columbia Intervenors had 
the burden of proving what the proper rate should be. 
Texas Eastern has failed to come forward with any positive 


evidence to show what a proper Winter Service rate would 
be on the basis of a system-wide cost allocation with storage 
rolled-in, and the Examiner disregarded the evidence 
of the Columbia Intervenors on that point. Accordingly, 
there is no support for his finding that the Winter Service 
rate proposed or that approved, is required by the public 
convenience and necessity, or in fact, what rate for such 
service would be in the public interest. 
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Additional Reasons For Denial of Certification 


Since a properly determined rate for Winter Service 
cannot be found upon this record, it is unnecessary to spell 
out here at great length the other contentions of the Co- 
lumbia Intervenors in respect to the arbitrary nature of 
the allocations in support of the WS rate by the Staff and 
by Texas Eastern and the failure of the Staff and Texas 
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Eastern to base their ‘‘costs’’ of injecting gas into storage 
for Winter Service on costs. The arbitrariness of these 
allocations is well presented and adequately supported by 
the Memorandum in support of the Exceptions of the Co- 
lumbia Intervenors to the Presiding Examiner’s Decision. 

Comment should be made, however, on the contentions 
of the Columbia Companies with respect to the market for 
Winter Service. The record herein does establish, as the 
Columbia Intervenors have pointed out and the Presiding 
Examiner recognized, that the market for the proposed 
Winter Service is extremely sensitive to upward changes 
in the level of the Winter Service rate. When the marginal 
nature of the WS market is coupled with the demonstrated 
lack of proof in this record that the Winter Service rate 
approved will recover the costs fairly allocable to Winter 
Service, it becomes apparent that 
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it would not be in the public interest to authorize the con- 
struction of facilities for the rendition of this service until 
the fair methods for determining the rate therefor have 
been more clearly defined, and an adequate showing has 
been made as to the market which would exist at rates which 
would recover the costs of Winter Service. 

Tt must also be conceded that the Presiding Examiner’s 
failure to incorporate by reference Texas Eastern’s rate 
filings in Docket Nos. G-12706 and G-18841 and the certifi- 
cate applications in Docket Nos. G-16505, G-18968 and G- 
18969 was highly prejudicial to Columbia Intervenors. This 
failure severely limited Columbia Intervenors in cross- 
examining Texas Eastern’s witnesses as to the highly rele- 
vant facts as to Texas Eastern’s treatment of storage in 
its rate filings and its apparent abandonment of the cost 
allocation factors used in its Winter Service applications. 
The Commission was thus prevented from having before 
it the complete facts with respect to the reasonableness and 
fairness of the treatment of storage and allocation of costs 
to Winter Service proposed by Texas Eastern and the Staff 
in these proceedings. 
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The Other Applications Pending Herein 


The other Applications consolidated with the Winter 
Service Applications for hearing must be denied in view of 
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the determination with respect to the Winter Service Ap- 
plications. Authorization of the ACQ service proposed at 
Docket No. G-18969 must be denied in view of the lack of 
evidence as to the costs of rendering such service or that 
the rate proposed therefor will recover such costs. 


[5433] 
Proposep FurrHer Frnprncs 


1. The action to be taken in Docket Nos. G-18970, G-18968, 
and G-18961 is dependent upon the action taken in Docket 
No. G-18969, wherein Texas Eastern Transmission Cor- 
poration seeks a Certificate of Public Convenience and 
Necessity to construct certain facilities in the approximate 
cost of $50,000,000, and authorization to render a ‘Winter 
Service,’’ and in Docket No. G-18961, wherein Texas Hast- 
ern, Transcontinental Gas Pipe Line Corporation, and New 
York State Natural Gas Corporation seek a certificate, n 
conjunction with the aforesaid G-18969 application to de- 
velop Texas Eastern’s Leidy and Tamarack Storage Fields. 

2. The record shows that the unit cost of Texas Hast- 
ern’s storage facilities is substantially less than the unit cost 
of its transmission facilities, that Winter Service will not 
be rendered solely from storage, and that it is not reason- 
able and feasible to base the WS rate upon the premise 
that such storage facilities should be dedicated and pre- 
empted for Winter Service. 

3. An allocation of costs associated with the transporta- 
tion of gas to storage is not included in this record so that 
the WS rate to the extent it reflects charges for the trans- 
portation of gas to storage is not designed on the basis of 
costs. 

4. The 26-cent ‘‘cost’’ which Texas Eastern ascribes to 
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the transportation of gas into storage is improper because 
it does not reflect a properly determined demand element 
related to Texas Hastern’s fixed annual obligation to in- 
ject required Winter Service volumes into storage. 

5. Neither Texas Eastern or the Staff have presented a 
system-wide cost allocation, nor have they presented a 
showing as to the interrelationship of the proposed WS 
rate with Texas Eastern’s existing rate schedules nor have 
they reconciled the differences in the characteristics of the 
services rendered with the costs thereof so that a finding 
cannot be made that the proposed WS rate is not unduly 
discriminatory or preferential. 
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6. The evidence presented by Ohio Fuel and Manufac- 
turers tends to show that the rates proposed by Texas 
Eastern for Winter Service are unreasonably low, and 
fail to recover the costs allocable on a reasonable basis 
to such service. 


7. The only system-wide cost allocation is that presented 
by Ohio Fuel and Manufacturers, and it shows that on 
a system-wide allocation basis the costs assignable to the 
Winter Service range between 90 cents and $1.10 depending 
on the methods used and the rate of return included therein. 
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8. There is no showing that a market for Winter Service 
would exist at a rate reflecting such costs. 

9. It is not in the public interest to authorize a $50,000,- 
000 expansion program in order to render service to such 
a marginal market at the low load factor (14-16%), of 
the Winter Service, particularly when said service would 
pre-empt and deprive regular customers of the benefit of 
the present cheap expandability available on Texas East- 
ern’s system. 

10. There is insufficient evidence to support findings that 
the proposed WS rate recovers a fair share of Texas 
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Pastern’s costs, that the proposed WS rate is just and 
reasonable and not unduly discriminatory or preferential, 
or that the proposed service at the proposed rate is in the 
public interest. 

11. There being no cost evidence presented in support 
of the long-term ACQ rate, a finding cannot be made that 
this service is in the public interest, and accordingly, the 
application therefor should be denied without prejudice 
to the rights of the parties to correct such obvious defi- 
ciencies in a later docket. 

12. Texas Eastern’s requested certificate authority at 
Docket No. G-18969 should be denied. 
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13. Because of its interrelationship with the above G- 
18969 application and the absence of any showing of need 
to activate Leidy and Tamarack Storage Fields at this 
time for existing classes of service, the certificate requested 
by Texas Eastern, New York State Natural, and Transco 


at Docket No. G-18961 should be denied. 

14. To the extent the applications at Docket Nos. G-18969, 
G-18970 and G-19181 are dependent upon the applications 
at G-18969 and G-18961 herein, they too should be denied. 


PrRoPosEeD ORDER 
Wuererore, it is ordered that: 


A. Certificates of Public Convenience and Necessity are 
hereby denied to Texas Hastern Transmission Corporation, 
Transcontinental Gas Pipe Line Corporation, and New 
York State Natural Gas Corporation at Docket No. G-18961, 
to Texas Eastern Transmission Corporation at Docket Nos. 
G-18969 and G-18968, to Transcontinental Gas Pipe Line 
Corporation at Docket Nos. G-19181 and G-18961, and to 
Algonquin Gas Transmission Company at Docket No. G- 
18970. 

B. This order is without prejudice to any findings or 
orders which may have been or may hereafter be made by 
the 
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Commission in the rate proceedings at Docket Nos. G-12706 
and G-18841 now pending and without prejudice to Texas 
Eastern’s filing a new application with the proposed Ws 
rate to be based on a system-wide allocation and rolling-in 
of all costs, including storage, to be consolidated with the 
concurrent CP 60-122 application. 


Respectfully submitted, 


/s/ WiuraM C. Harr, 
Wu C. Harr, 
Freperick H. Cuark. 
Attorneys for 
Tur On10 Fue, Gas Company AND 
Tyr Manvuracturers Licht anp Heat 
Company. 


Dated: August 16, 1960, New York, New York. 


[5439] 
MemoranpuM oF SUPPORTING Reasons 


This memorandum supports Columbia Intervenors’ ex- 
ceptions to Presiding Examiner Woodall’s Decision, which 
would certificate Winter Service proposed by Texas Hast- 
ern Transmission Corporation (Texas Eastern) in Docket 
Nos. G-18968 and G-18969.* 


IntRopucrory STATEMENT 


Columbia Intervenors except to Presiding Examiner 
Woodall’s authorization of the proposed Winter Service 
by Texas Eastern at the average rate of 74.6¢ per Mef be- 
cause revenues produced by such rate would be substan- 
tially less than the cost of providing the service. This rate 
would thus be preferential and discriminatory in violation 
of the Natural Gas Act. Such rate is wholly unsupported 
by the evidence. 

The only allocations supporting this rate are based on 
arbitrary and inequitable segregations of existing and new 
facilities contrary to the integrated operation of Texas 
Eastern’s system. Even if the segregation were assumed 
proper, the allocation factors and selection of segregated 
facilities were also arbitrary. These stratagems materially 
understate 
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the costs of rendering Winter Service (in an obvious at- 
tempt to create and sustain the Winter Service Market 
with a preferential rate), and, if accepted by the Commis- 


* There have been consolidated with Docket Nos. G-18968 and G-18969 
the following proceedings which all relate to and are directly dependent 
upon the action taken on Texas Eastern’s Winter Service application in 
Docket Nos. G-18968 and G-18969: 


Algonquin Gas Transmission Company —Docket No. G-18970 
Transcontinental Gas Pipe Line Corporation—Docket No. G-191S1 
New York State Natural Gas Corporation — 
Texas Eastern Transmission Corporation —Docket No. G-18961 
Transcontinental Gas Pipe Line Corporation— 
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sion, will result in Texas Eastern’s non-Winter Service 
customers subsidizing Winter Service. 

In addition, a certificate application filed by Texas East- 
ern on June 13, 1960, throws new light on the unreasonable- 
ness of the cost determination approved by the Examiner 
and supplies new material evidence which requires reversal 
of the Examiner’s Decision and reopening of the subject 
proceedings. The Pxaminer’s Decision, in any event, is 
unsupported by the evidence, contrary to the evidence, 
and arbitrary and capricious. 


Nature of the Winter Service 


Texas Eastern’s proposed Winter Service involves prin- 
cipally the sale of natural gas in the ‘‘Winter Period’’ 
(November 16 through April 15). The aggregate Maximum 
Daily Quantity (MDQ) would be 334,036 Mef,* with a 
related aggregate annual volume, or Winter Contract Quan- 
tity (WCQ), of sicty times the MDQ or 20,042,100 Mef. 


Rates 
The rates proposed by Texas Eastern and the rates 
approved by the Presiding Examiner for such service are: 
Storage Average Cost 
At Full 


Demand** Commodity Service 
Charge Charge Charge Utilization 


Proposed by Texas Eastern F 30.2¢ 4.2¢ 68.3¢ 
Approved by Examiner : 4¢ 74.6¢ 


Both the proposed and the approved rates were designed 
on the basis of cost allocations which assumed that the 
Winter Service would be rendered from ‘‘ynused’’ existing 
capacity at Oakford Storage, Texas Eastern’s share of the 


* Unless otherwise specified, all volumes herein are expressed at 15.025 
p.s.ia. 
** Applied against two-thirds of the WS MDQ and payable monthly. 
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Leidy Storage Field and only that portion of its trans- 
mission facilities lying east of its Compressor Station 
21A (located at Connellsville, Pennsylvania, approximately 
300 miles from the terminus of Texas Hastern’s approxi- 
mate 1,500 mile long transmission system). Only costs 
related to these facilities were assigned to Winter Service. 

The difference between the average cost of Winter Serv- 
ice at full utilization under the Staff rate approved by the 
Examiner and the rate proposed by Texas Eastern results 
primarily from the difference between the prices used by 
Texas Eastern and the Staff to determine the ‘‘cost of 
gas’’ assumed to be injected into storage for Winter Serv- 
ice deliveries, the Staff using an average price of 32.3¢ 
per Mef and Texas Eastern using a price of 26¢. 

The attached Appendix A contains a comparison of the 
various rates and costs applicable to Winter Service ad- 
duced in the hearing. 


WS Customers 
Ninety-four per cent of the WS sales would occur in 


Texas Eastern’s Rate Zone D (eastern Pennslyvania, New 
York, and New Jersey). Of the twenty-two prospective 
WS customers, six would take approximately 84 per cent 
of the total WS MDQ, and three—Consolidated Edison 
Company of New York, Inc., Long Island Lighting Com- 
pany, and The Brooklyn Union Gas Company 
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(The ‘‘New York Companies’’)—would purchase in the 
aggregate 120,000 Mef/d of Winter Service Gas, or approxi- 
mately 35 per cent. Consolidated Edison and Long Island 
Lighting do not now purchase gas under Texas Hastern’s 
regular rate schedules, and Brooklyn Union purchases from 
Texas Eastern less than 5 per cent of its peak day natural 
gas requirements. These companies contribute virtually 
nothing to Texas Eastern’s present costs of operation. 
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I. Tue WS Rare Approvep BY THE Presipinc ExaMINER 
Was ArpitrariLy DETERMINED AnD Witu Nort REcovER 
THE Cost or Proviprnc THE WS SERVICE 


The Winter Service rate approved by the Presiding Bx- 
aminer has no relation to the cost of providing the pro- 
posed Winter Service. The allocations underlying the rate 
approved by the Examiner were either based upon un- 
founded ‘‘assumptions’’ advanced by Texas Eastern and 
accepted by the Staff without independent study, or upon 
arbitrary allocation factors. Such allocations are incon- 
sistent with the admitted operating facts of the Texas East- 
ern system. 

The unrefuted testimony of Texas Eastern’s Engineering 
Witness Jennings and Texas Eastern’s other witnesses 
establishes that Texas Eastern’s storage capacity is an 
integral part of its total system capacity and that gas with- 
drawn from storage and gas flowing in the pipeline are 
commingled in an indistinguishable mass (T. 554) to meet 
the entire requirements of all of Texas Eastern’s markets. 
Mr. Jennings testified that gas withdrawn from storage 
could be used—and is used—to make increased volumes 
available directly or by displacement to customers in all 
zones on the Texas Eastern system (T. 514, 553). 
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The fact is that storage per se is not used to serve any 
particular customer but is used to serve all customers on 
the system. 

In this case Texas Eastern created and the Examiner 
adopted a fiction with respect to underground storage in 
order to arrive at an allocation supporting a discrimina- 
tory and preferential rate. Treatment of underground 
storage in this proceeding has been shrouded in semantics. 
Regardless of the terminology, the facts are clear that in 
order to support a rate substantially below the level of the 
cost of service, Texas Eastern has ‘‘pretended,’’ for cost 
allocation purposes only, that the proposed Winter Service 
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would be rendered from storage. It has arbitrarily carved 
out the lowest cost capacity on its system, which is now 
being used to serve existing classes of customers and has 
preempted, assigned, and allocated the cost of such low-cost 
facilities to the new service in order to support an unduly 
preferential rate. It has accordingly failed to carry the 
burden of proof that the WS service at the proposed rate 
is in the public interest, much less than that it is just and 
reasonable and not unduly discriminatory or preferential. 


A. The Oakford Storage Low Costs Were Arbitrarily 
Carved Out And Allocated to the New WS Service 
Even Though Such Costs Have Been Borne by Exist- 
ing Customers for Many Years 


Texas Eastern’s Oakford Storage was certificated in 
1950. It is an integral part of Texas Eastern’s over-all 
system capacity. It can be and is used to serve all of Texas 
Eastern’s customers directly or indirectly. The Commis- 
sion can 
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take official notice of the fact that in each of Texas East- 
ern’s rate cases, including its pending rate cases, the cost 
of Oakford Storage has been rolled in and shared by all 
of Texas Eastern’s customers, including the DCQ custom- 
ers, except in the field gathering zone (Zone A). 

Texas Eastern now alleges that it has excess capacity 
in Oakford Storage and that such excess capacity should 
be used to provide WS Service. 

There is no evidence, however, to support a conclusion 
that Texas Eastern’s admitted excess capacity is in Oak- 
ford Storage any more than it is in the pipeline. Texas 
Eastern’s integrated pipeline and storage system has cer- 
tain over-all capacity which exceeds its total authorized 
delivery requirements. If Texas Eastern fully utilized 
Oakford Storage as it has been authorized to do for many 
years, it would have excess capacity in the pipeline, much 
of which was constructed subsequent to the development 
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of Oakford Storage. If, on the other hand, Texas Hast- 
ern fully utilized the pipeline, it would have excess capacity 
in the storage pool. 

It is a mere sophistry to contend that Texas Eastern’s 
excess capacity is in the storage pool per se and, therefore, 
the next customer served will be served from storage and 
should not pay his pro rata share of transmission costs. 

Examiner Hall’s statement in his Decision in G-11107 
with respect to a similar proposal by Tennessee Gas Trans- 
mission Company is an apt analysis of what Texas Hastern 
is proposing here: 


“Tt is clear that what Tennessee has done is to carve 
out of its total cost of service and 
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assign to peak service only such costs as tend to in- 
dicate that the proposed level of rates for peak service 
is unreasonable. * * * 


“Nothing could be more obvious than the fact that 
the evidence relied upon by Tennessee is inadequate 
for the purpose of determining a ‘just and reasonable’ 
peak service rate.’’ 


In that proceeding Examiner Hall coneluded— 


««, |, As they properly conclude, ‘this Commission 
should not permit the segregation of facilities in order 
to give the advantage of the low cost resulting for 
[sic] the use of certain facilities to specific customers 
and deprive other customers of such benefits. For 
example, should the Commission segregate certain 
gas purchase contracts of Tennessee calling for lower 
than the average rates and state that the gas from 
such purchase contracts are for specific customers? 
We think the answer is clearly ‘‘no.’’ This segrega- 
tion would result in the most flagrant discrimination. 
Yet, segregation of underground storage for the peak- 
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ing service involves the same principle and results 
in discrimination.’ ’’ (p. 37) 


The Commission reviewed Examiner Hall’s Decision, 
denied a certificate for the peaking service, and ordered 
Tennessee to bring in a plan for integrating its storage 
and transmission operations. It stated: 


“©(G) Tennessee should include as a part of its next 
major certificate application a firm proposal for the 
full incorporation of its underground storage facilities 
into the over-all operation of its pipeline system, and 
the full utilization of its storage capabilities and the 
rendition of its natural-gas services on a reasonably 
fixed and certain basis to secure the maximum benefits 
thereof equitably to all its customers.’’ 


In this proceeding the Commission is faced with a situa- 
tion where Texas Eastern has already developed and oper- 
ated its storage plant on an integrated basis. And, cer- 
tainly, it has collected from its existing customers a portion 
of the underground storage costs. But now Texas Eastern 
proposes 
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to carve out the low-cost Oakford Storage capacity for the 
new WS service in order to support a preferential rate 
which will enable it to extend its service into new markets. 

Texas Eastern could use the excess capacity in its com- 
bined storage and transmission plant to meet current 
requirements of customers under existing rate schedules. 
Texas Eastern is now seeking authority in Docket No. 
CP60-122 to construct this year additional transmission 
facilities to provide additional service under existing rate 
schedules. In the absence of the uneconomical WS Service, 
all or a substantial part of the facilities in CP60-122 would 
be unnecessary. This case, accordingly, does not involve 
an effort to utilize plant that would otherwise be completely 
idle, but merely an attempt to divert low-cost facilities 
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from existing classes of service to WS Service in order 
thereby to create a market for Winter Service in competi- 
tion with existing pipeline suppliers in the Philadelphia- 
New York-New England area. 

The Examiner seemed unable to understand the nature 
or existence of such diversion. He accordingly limited 
our cross-examination of Mr. Goodrich, Texas Eastern’s 
Senior Vice President in charge of its Gas Division, on 
the grounds that this ‘‘is contrary to the fact,’’ and that we 
were implying ‘‘the robbing of Peter to pay Paul’’ (T. 820). 
The record shows, as set forth in our brief to the Examiner 
(pp. 15-17), that such cross-examination was not contrary 
to the facts and that Texas Eastern is here seeking to 
divert its low-cost facilities from existing classes of serv- 
ice to WS Service, clearly a form of robbing Peter to pay 
Paul. 

[5447] 


Similarly, the Examiner failed to comprehend the means 
by which Texas Eastern purports to utilize its storage so 


as to render Winter Service exclusively therefrom: 

i) He accepted Texas Hastern’s premise that Winter 
Service would be performed by the use of off-peak gas and 
off-peak capacity on the finding at page 24, paragraph no. 1, 
that 


“It [off-peak gas and off-peak capacity] is created 
by customers who purchase firm gas at less than 100% 
load factor.’’ 


The record shows without question that, assuming the 
existence of off-peak gas and off-peak capacity (which has 
not been shown actually to exist and existence of which 
we deny), it is created, as Mr. Jennings testified, not by 
customers who purchase firm gas at less than 100% load 
factor but by customers who purchase less annual volumes 
than their contractual entitlements (Exh. 82, pp. 10-11). 
Accordingly, the Examiner’s general reliance on General 
Service cutbacks below 100% load factor, and his specific 
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example of Algonquin’s purchases under the GSD Rate 
Schedule at less than 100% load factor (page 24) is er- 
roneous and merely underscores his failure to understand 
the elementary fact that Texas Eastern’s GS customers 
are limited by the rate schedule to a 747% load factor and 
that Texas Eastern accordingly provides, by the combined 
use of storage and flow capacity, only enough capacity 
to render service to GS customers on the basis of a 74% 
annual load factor. 


ii) The Examiner found on paragraph 1, page 25, that 


[5448] 


“the twenty-two WS customers [Footnote omitted] 
will create in 1962, by their purchases of firm gas, at 
less than 100% load factor an annual cutback volume 
of 62,538,922 Mef of off-peak gas, which is available 
for the 1962 estimated WS service of 20,042,100 Mef 
of 42,496,822 Mcf more off-peak gas than the proposed 
new Winter Service will require in the first year of full 
service 1962”’ 


This finding is also erroneous. The attached Appendix B 
demonstrates that the cutbacks of the twenty-two WS cus- 
tomers below their contractual entitlement (which Texas 
Eastern maintains is all it designs its system to meet— 
Exh. 82) amount to only 10,208,662 Mef. 


iii) The Examiner stated at page 20: 


“But none of this gas was made available by the com- 
panies such as Columbia who purchase firm gas at 
100% load factor.’’ 


However, Texas Hastern’s direct testimony specifically 
relied on cutbacks of approximately 7,000,000 Mef by Co- 
lumbia Intervenors and of 2,000,000 Mecf by Consolidated 
Natural Companies, which DCQ purchases together total 
almost half of the proposed Winter Service volumes 
(Exh. 2). 
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iv) At the end of paragraph numbered 1, he found that: 


“Tt, therefore, follows that the WS service does not 
burden or impair Texas Hastern’s ability to meet all 
of its firm and annual service obligations.”’ 


This, too, is erroneous. Texas Eastern contended on the 
one hand that it designed its system capacity so as to serve 
DCQ and SGS customers 100 per cent out of pipe line 
flow capacity (T. 651, Exh. 82, p. 10). On the other hand, 
it based its WS rate on the assumption that the DCQ and 
SGS customers will not fully utilize that capacity. It thus 
claims to commit to Winter Service the same capacity which 


[5449] 


it claims is already committed to DCQ and SGS service 
(Columbia Intervenors’ Brief to the Examiner, pp. 19-20). 
The Examiner completely missed the point that Texas 
Eastern thus seeks to commit to Winter Service, capacity 
which it has already committed to DCQ and SGS service. 
He also ignored the fact that, assuming such recommittal of 
capacity is feasible, Winter Service customers should pay 
their full share of demand costs related to this capacity, 
just as other classes of service are expected to pay their 
full share of demand costs related to the capacity by which 
they are served. 

The examiner’s misconception as to the use of Texas 
Eastern’s storage pervades his entire decision and vitiates 
his rate determinations based thereon. The arbitrary “‘pre- 
emption,’’ ‘‘assignment,”’ and “‘dedication”’ of existing ex- 
cess capacity to the proposed WS Service and the pricing 
of such capacity as if it were ‘‘Oakford Storage Capacity’’ 
results in substantially reducing the cost that should be al- 
located to the WS Service. Conversely, it increases the 
costs assigned to other customers. It is respectfully sub- 
mitted that rates based on such an allocation do not meet 
the standards of Section 4 of the Natural Gas Act. It is 
further submitted that if there is not a market for the gas 
except on the basis of such unlawful rates (and no market 
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was shown at any rate other than Texas Eastern’s pro- 
posed 68¢ rate), its sale cannot be in the public interest.* 


[5450] 


B. Costs Related to the Leidy Storage Field Were Im- 
properly Segregated and Allocated Directly to the 
Proposed WS Service 


Under the allocation of costs to the proposed WS serv- 
ice, which the Presiding Examiner adopted, costs related 
to Leidy Storage Field were not rolled in with system-wide 
transmission costs, but were segregated and assigned di- 
rectly to the proposed WS service (Exhibit 83, pp. 11 and 
12). 

The obvious reason for such segregation and dedication 
is that additional capacity provided through underground 
storage is much cheaper than capacity provided by con- 
structing additional pipelines. Texas Eastern has pre- 
empted the advantage of this low-cost additional capacity 
for certain preferred customers. 

It is respectfully submitted that all of Texas Eastern’s 
customers are entitled to share in the economic advan- 
tages resulting from the development of additional under- 
ground storage. It is further submitted that costs related 
to Leidy Storage Field and system-wide transmission costs 
should be rolled in and that the proposed Winter Service 
should bear its proportionate share of storage costs and 
transmission costs without receiving any preferential treat- 
ment. 

It is clear that Leidy Storage, as well as the existing Oak- 
ford Storage, will be operated by Texas Eastern as part 
of. Texas Eastern’s total facilities used to meet the total 


© As pointed out in detail at pp. 31-36 of Columbia Intervenors’ Brief, 
none of the prospective WS customers were able to state on cross-exami- 
nation what volumes of Winter Service gas they would wish to purchase 
if the average rate were raised above Texas Eastern’s proposed rate of 
68.3¢. The Presiding Examiner recognized this in footnote 8, p. 27, 
that “The effect of the increase of the WS rate by 6.3 cents per Mef 
will require calculations by each customer.” 
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requirements of all classes of service. As noted above, 
Mr. Jennings testified (T. 513) that storage was used as a 
balancing factor between supply and demand in the op- 
erations of Texas Eastern’s system. 


[5451] 


Texas Hastern’s Witness Bufkin based his allocation of 
costs on the assumption that 15,000,000 Mef of WS sales will 
be rendered out of Leidy Storage. Texas Eastern’s stor- 
age and engineering witnesses presented evidence that with- 
drawals from Leidy Storage for the first full year of Winter 
Service sales would be less than 10,000,000 Mef (Exh. 8, 
page 3, last column). Even on Texas Eastern’s theory of 
storage segregation for WS service, it is obvious that 5,000,- 
000 Mef attributed to Leidy Storage for costing must come 
from the more expensive flow capacity, and that Mr. Buf- 
kin’s allocation premises are accordingly arbitrary. 


C. The Examiner’s Segregation for Determining Cost of 
Winter Service Is Not Supported by the Cases 
Cited 


The Examiner concludes in paragraph no. 3, page 26 that 
segregation of costs relating to Winter Service is a proper 
basis for determining the just and reasonable rate for such 
service. His principle support for this conclusion is the 
Trunkline case (In the Matter of Trunkline Gas Company, 
et al., Docket Nos. G-15394, et al., 21 FPC 704, affirmed sub. 
nom. Battlecreek Gas Company, et al. v. FPC, No. 15,368— 
C.A.D.C., decided July 14, 1960) and the Commission’s De- 
cision, In the Matter of Transcontinental Gas Pipe Line 
Corporation, et al., Docket Nos. G-13143, et al., 20 FPC 264. 

He did not in any way attempt to show why such a seg- 
regation of costs would be proper for Texas Eastern or 
for this particular service, nor did he show why the deter- 
minations in the cited cases were in his opinion applicable 
to the facts of this case. 


5452 
[5452] 


Although the Examiner apparently read the Battlecreek 
case, he seems to have completely ignored the correct state- 
ment of the Court therein, that the Commission has re- 
peatedly stated a general preference for the ‘¢roll-in 
method”? for arriving at costs for particular services where- 
ever it may equitably be used.* He also failed to note 
that the Commission, when it does deviate from the rolled- 
in cost basis, in arriving at rates, justifies such deviation, cf. 
Colorado Interstate Gas Company, 19 FPC 1012, 1021. The 
Examiner apparently felt that merely citing cases where 
the Commission had not wholly followed the rolled-in 
method of rate determination was sufficient to sustain his 
determination not to do so in this case. 

Segregation in the Trunkline and Transco cases was 
approved to protect customers not served or benefited 
by the extensions from the cost of facilities installed for 
the exclusive benefit of particular customers. There the 
segregated facilities were not existing facilities integrated 
and jointly used to serve all customers. Both cases involved 


hundreds of miles of pipeline construction into new areas. 
This is fundamentally different from the Examiner’s segre- 
gation of existing facilities for Winter Service, particularly 
when the existing facilities are in fact jointly used. 

Columbia Intervenors submit that the segregation of 
facilities approved by the Examiner for the purposes of 
determining 


[5453] 


costs allocable to Winter Service is unsupported in fact 
or in law. The segregation approved by him results in an 
understatement of Texas Eastern’s over-all cost which is 
fairly and reasonably allocable to the new Winter Service. 
The Columbia Intervenors submit that a result of the use 
of the allocation approved by the Examiner is to cause 
non-WS customers, such as Columbia Intervenors, to bear 


© The primary thrust of the Battlecreek case is in support of rolling-in 
of costs. 
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costs of Texas Eastern’s operations fairly allocable to the 
Winter Service. They further submit that the only proper 
method of determining the cost that should be recovered 
from Winter Service customers would be a system cost 
of service study rolling storage into the system capacity 
and allocating costs on the basis of sales patterns of all 
customers. 


D. Assuming Arguendo That Winter Service Should Be 
Priced as if it Were Rendered Exclusively from 
Underground Storage, the Transmission Costs Ap- 
plicable to Winter Service Were Substantially Under- 
stated by Arbitrary Determinations of Costs and 
Allocation Factors. 


1) Zone C Facilities 


If Winter Service were, in fact, rendered exclusively 
from underground storage, no particular facilities in Texas 
Eastern’s Zone C would be used in providing such service. 
All transmission facilities downstream of Oakford Storage 


Field are located in Zone D and Leidy Storage Field is 
located in Zone D. Texas Eastern’s Compressor Station 
No. 21-A is located in Zone C, approximately 30 miles south- 
west of the Oakford Storage Field (Exh. 4). 

In determining transmission costs to be allocated to WS 
service, Texas Eastern rolled in all transmission facilities 


[5454] 


downstream of station 214A and allocated the related costs 
between WS and other services on the basis of alleged 
peak day and annual usage (Exh. 83, pp. 11, 12).* Texas 
Eastern’s witnesses gave no reason for using Station 21A 
instead of the Zone D boundary as a starting point. The 
Staff Witness Curry, who sponsored the allocation study 
adopted by the Presiding Examiner, gave no reason to 


* The impropriety of the allocation volumes used is demonstrated im- 
mediately hereinafter under “Allocation Volumes.” 


665 


5454 


support the use of Station 214 instead of the Zone D 
boundary as the starting point other than to state that 
he had accepted Texas Hastern’s determination in this 
respect (Exh. 136, p. 4; T-1188). 

It is necessary, therefore, to see what result stems from 
this allocation method and what result Texas Eastern was 
seeking to achieve. The fact is that in Zone C east of 
Station 21-A there are very substantial sales of natural 
gas which never enter any of the facilities downstream 
of storage. Such volumes are 150% of the WS peak day 
allocation volumes and 1000% of the WS annual allocation 
volumes. By including the nominal facilities in Zone C 
east of Station 21-A, together with the large sales there- 
from, a substantial portion of the transmission costs in 
Zone D were spread over an artificially large divisor to 
produce a low allocation of costs to Winter Service. Trans- 
mission cost allocated to the proposed Winter Service 
were thereby reduced $151,843 per year (See Appendix 
C.). 

If we assume arguendo that Texas Eastern’s contentions 


[5455] 


are correct that (a) WS service will be rendered from 
storage and (b) WS service should pay only its propor- 
tionate cost of transmission facilities between storage and 
downstream markets, it follows that Zone C sales and 
facilities should not be included in allocating such trans- 
mission costs. The inclusion of sales and facilities between 
Station 21-A and Zone D was, accordingly, arbitrary and 
capricious. There is no evidence to support a finding that 
such allocation is proper and, therefore, no evidence to 
support a finding that the resulting rates are just and 
reasonable 


2) Allocation Volumes 


In allocating costs related to transmission facilities down- 
stream of Station 21-A, under Texas Hastern’s segrega- 


666 


a 


5456 


tion theories, the costs assignable to WS service were 
reduced by using arbitrary volumes in developing alloca- 
tion factors. 

Exhibit 11, page 6, line 5, shows that Texas Bastern 
used peak day Winter Service volumes of only 100,965 
Mcf in allocating transmission costs east of Station 21-A. 
It also shows that Texas Eastern assumed Winter Service 
volumes of 134,036 Mef per day would be delivered from 
Oakford Storage (line 10). If, as Texas Eastern and the 
Examiner have assumed, Winter Service is to be rendered 
from underground storage, the full 134,036 Mcf must be 
transported through existing transmission facilities down- 
stream of Oakford Storage. It is physically impossible to 
deliver such volumes from the Oakford Storage pool to 
markets in any other manner. 


[5456] 


The use of only approximately 75 per cent of the peak day 
volumes in allocating transmission costs thus is not related 
to volumes to be moved by these facilities, and can be de- 
scribed only as arbitrary. It is wholly unjustified in the 
record. Mr. Bufkin stated (Exh. 83, p. 11) that ‘‘the 
100,965 Mcf daily and 6,057,900 Mef annual volumes on 
line 5 (of his Exhibit 11, page 6) are estimates for Winter 
Service supplied by Mr. G. L. Jennings’’. However, Mr. 
Jennings gave no explanation for such volumes other than 
that the daily volume represents the capacity “‘dedicated’”’ 
to WS sales in this application (T. 463), and that the an- 
nual volume represents simply sixty times the daily volume 
(T. 462). Texas Eastern does not even attempt to recon- 
cile these volumes by which it allocates transmission costs 
with the volumes by which it allocates related Oakford 
storage costs. This is one more example of the lengths 
to which Texas Eastern has gone in its determination to 
develop a rate low enough to create a market for the Winter 
Service gas without regard to the actual cost of providing 
such service. 

The Commission’s obligations under the Natural Gas 
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Act is to protect consumers—including consumers served 
by Columbia Intervenors. It is not required to guarantee 
growth to the pipelines whether or not such growth is eco- 
nomically sound. It is obvious in this proceeding that 
Texas Eastern is not seeking to provide a service required 
by the public interest. 

[5457] 


3) Arbitrary Application of Credits by the Staff in Deter- 
mining the WS Rate 


In pricing gas to be injected into Leidy Field for Winter 
Service, Staff witness Curry used a rate of 36.9¢ per Mef. 
This rate was 2.2¢ per Mef higher than the Zone Cc ACQ 
rate applied to gas injected into Oakford. This 2.2¢ repre- 
sents Mr. Curry’s allowance for transporting the WS gas 
within Zone D. (T. 1282) 

In computing the cost of transmission through existing 
facilities east of Station 21-A applicable to WS service, 
Mr. Curry accepted the $956,866 allocated thereto by 
Mr. Bufkin’s peak day and annual factors. (Exh. 11, 
page 8, line 43, Column E plus Column F) The Commodity 
cost of $204,211 included therein was computed by using 
a commodity factor of 2.065% developed in Exhibit 11, 
page 6. Such factor was based on an assumed volume of 
6,057,000 Mef being transported through existing facilities 
during the annual WS delivery period. Mr. Curry said 
more than twice this amount, or 12,501,069 Mcef would be 
transported annually to Leidy through existing facilities 
in the storage injection period. (Exh. 135, page 5, line 14, 
col. 3) Having shown an annual use of more than twice 
that reflected in Mr. Bufkin’s allocation factor, he should 
not have blindly accepted Mr. Bufkin’s allocation or allo- 
eation factor. He obviously should have developed a com- 
modity factor on the basis of the annual volumes shown in 
his exhibit. If he had done so, he would have had a factor 
of 4.70% instead of 2.065%, and 
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$1,165,032 of the transportation cost east of Station 21-A 
would be allocated to WS sales instead of the $956,866 shown 
in Staff Exhibit 135, page 2, line 12—an increase of $208,500. 

After allocating only $956,866 of these transmission costs 
to WS service, Mr. Curry concluded that the allocated costs 
were too high because they reflected costs of the annual 
use of existing facilities for Winter Service. (T. 1282) 
Mr. Curry reasoned that he had already provided for the 
applicable portion of such transmission facilities during 
the six-month injection period by his aforesaid 36.9¢ cost 
of gas to Leidy Storage. (Such provision was the 2.2¢ 
which he had added to the ACQ rate applicable to Zone C.) 
He therefore reduced the $956,866 by one-half or $478,433. 
Such reduction amounted to 3.8¢ per Mef delivered to Leidy. 
This is completely incongruous. He thus deducted 1.6¢ 
per Mcf, or $203,409, more than his own figures could 
justify. 

These two completely indefensible computations reduced 
the costs assignable to WS service on Mr. Curry’s own 
theories by approximately $412,000. It is respectfully sub- 
mitted that the rates prescribed by the Examiner, which 
are absolutely dependent upon these erroneous calculations, 
are unsupported by the evidence. Mathematical calculations 
unsupported by reason are not the kind of evidence required 
by law to support a finding. As the Commission stated in 
Opinion No. 327 with respect to a cost study presented by 
Texas Eastern in Docket No. G-17335, et al.: 


[5459] 


‘¢. |. it has no relationship to the cost of the proposed 
* * * service. Such a study is of no assistance to the 
Commission in determining whether or not the contract 
price provides a proper rate.’’ 


5459 


4) Interest Deductions for Tax Purposes 


Texas Eastern decreased the cost of service which it 
computed for the WS Service by approximately $540,000 by 
attributing to such service excessive income tax deductions. 

Texas Eastern assumed, and the Staff agreed, that the 
new facilities included in its WS Service cost allocation 
should produce the same rate of return as the existing facili- 
ties on the Texas Eastern System included in such alloca- 
tion. It did not, however, compute the income tax on the 
new and old facilities it ‘‘dedicated”’ to Winter Service 
on a uniform basis. 

It assumed, in computing income taxes, that the average 
debt cost would be applicable to the existing facilities but 
that the higher assumed interest rate on the issues of debt 
securities assumed to finance partially the new WS facili- 
ties should be applicable to them. This was based on the 
improper assumption that debt costs of particular securi- 
ties can be ascribed to specific facilities despite the fact 
that they are issued on the strength of Texas Eastern’s 
general credit and such interest will be paid from general 
earnings. Furthermore, if return on equity is to be equal 
for the new and old facilities, use of the higher interest rate 
for the new facilities should require an increase in return. 


[5460] 


Texas Eastern’s imbedded average cost of debt is 4.708 
per cent. (T. 375, 408, 592) If Texas Eastern had used 
the over-all interest rate in computing interest deductions 
applicable to WS Service instead of assigning to the new 
WS facilities a much higher interest rate, the cost of serv- 
ice allocated to Winter Service would have been increased 
by approximately $540,000. 

Aside from the inequity of Texas Eastern’s treatment 
of interest rates, the 5%4 per cent interest rate assumed 
for new bonds was apparently assumed only for purposes 
of this calculation. In its application in Docket No. CP60- 
122, filed on the next business day after the record was 
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closed in this proceeding, Texas Eastern assumed an in- 
terest rate of 5% per cent for this same issue. This is 
another example of a cost figure tortured to arrive at a 
preconceived result designed to create a market for Winter 
Service gas. 


Il. New.y Discoverep Evmence Requires THAT THE WINTER 
Service RecorD BE REOPENED 


If the Commission does not deny the Winter Service Ap- 
plication on the basis of the existing record, newly dis- 
covered evidence contained in Texas Hastern’s application 
in Docket No. CP60-122 requires the Winter Service record 
to be reopened and consolidated with the application in 
Docket No. CP60-122 for further hearings. 


[5461] 


The Winter Service hearings commenced on May 2, 1960, 
and after fourteen days of hearing concluded on June 10, 
1960. The propriety of the basic design of the WS rate 
approved by the Examiner in his Decision of J uly 22, 1960, 
turns on the question of whether Texas Hastern’s low-cost 
existing or excess capacity west of Oakford Storage and 
at Oakford Storage should be dedicated for rate purposes 
to Winter Service or made available to all classes of serv- 
ice. During the course of the Winter Service hearings, 
Columbia Companies attempted to extract from Texas 
Eastern witnesses’ details concerning their next pronosed 
expansion for regular classes of service. Columbia Inter- 
venors desired details to show whether Texas Hastern’s 
next regular expansion for existing higher priced classes 
of service could be make wholly or substantially from such 
existing facilities. Texas Eastern’s witnesses testified that 
some expansion was contemplated but that the timing of 
the application to be filed therefor was uncertain and that 
they were unable to provide specific details as to such ap- 
plication. (T. 191-2; 565-6; T. 817-20) Such cross-examina- 
tion took place during the month of May, 1960. 
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On Monday, June 13, 1960, the first Commission busi- 
ness day after conclusion of the Winter Service hearings, 
Texas Eastern filed its CP60-122 application. It should be 
noted that the precedent agreements and the flow diagram 
(Application, Exhibit G) reflecting the proposed CP60-122 
sales volumes were prepared during the months of March 
and April, 1960. 

[5462] 


The CP60-122 application shows many of the points of 
which Texas Eastern’s witnesses in the Winter Service 
case denied knowledge, and it directly and indirectly re- 
futes much of the Texas Eastern testimony in the Winter 
Service hearing. Analyses of such application reveal be- 
yond doubt that the evidence as to cost of the proposed 
Winter Service presented by Texas Eastern at the hear- 
ings is misleading, greatly understates the actual cost of 
the Winter Service, and conceals the true facts as to the 
interrelationship of the facilities needed in the Winter Serv- 
ice and the CP60-122 applications and as to the facilities 


required to provide each such service. This deliberately 
withheld evidence is material to the basic issues of the Win- 
ter Service case, and it raises questions of fact and law 
common to the Winter Service and the CP60-122 applica- 
tions. 


The Commission can take official notice of the data in 
the CP60-122 application, which shows that little if any 
construction will be required to render the CP60-122 sales 
if the Winter Service is not certificated. Substantially 
greater revenues (approximately $3,200,000 gross, or ap- 
proximately 1,200,000 after giving effect to increased gas 
purchased costs—Appendix D) would be realized from 
Texas Eastern’s existing spare capacity if it were used for 
the CP60-122 sales instead of for Winter Service. This 
again demonstrates the discriminatory nature of the WS 
rate. 

Columbia Intervenors’ principal objection in the Winter 
Service proceedings was to the method of determining 
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the WS rate proposed by Texas Eastern and substantially 
adopted by the Presiding Examiner. Such rate purported 
to be based upon Texas Eastern’s operations of its system, 
particularly its storage facilities (Texas Eastern Initial 
Brief, pages 5 and 25). A comparison of the CP60-122 ap- 
plication with the proof offered in this case relating to the 
operations of Texas Eastern’s system, particularly on items 
such as peak day storage withdrawals, line loss, and pipe- 
line loops proposed for Winter Service, shows inconsisten- 
cies which clearly support Columbia Intervenors’ conten- 
tions that the WS rate was based on unfounded assumptions 
as to Texas Hastern’s operations. 

For example, the difference in peak day storage with- 
drawals underscores the fact that Storage operations vary 
in accordance with over-all sales requirements and that 
storage accordingly is not segregable for any one service. 
The proposed extension of line loops similarly refutes the 
premise that the additional pipeline loops applied for in 
G-18968 et al are segregable for Winter Service—either 
for purposes of operation or for purposes of rates. The 
difference in line loss is new and material evidence which 
tends to disprove Texas Eastern’s basic premise that it 
does not need additional facilities west of Oakford Storage 
to render the Winter Service. (Exh. 82, page 8) Such 
premise is only one method by which Texas Eastern sought 
to understate the cost of Winter Service. 

Another method of understating Winter Service cost 
is the difference between the debt cost for the CP60-122 and 
Winter Service expansions. This is of 


[5464] 


particular significance since apparently the same issue of 
debt securities will be used to finance both projects. In 
order to justify the WS rate, Texas Eastern assumed a 
534 per cent interest charge on new debt and used such 
interest charge to increase the tax deduction and thereby 
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understate the cost for income taxes. In the CP60-122 
application an interest rate of only 5% per cent is used 
since the higher interest cost is not needed to justify a 
particular rate. 

Texas Eastern proposes that the Winter Service sales 
commence on November 16, 1960, and the CP60-122 sales 
on November 1, 1960. In both applications Texas Eastern 
proposes additional construction, but in order to justify 
the WS rate, it preempts its existing low-cost spare capacity 
for the proposed Winter Service. It would thereby deny 
the economic benefits of such existing low-cost facilities 
to the existing classes of service which have been paying 
the Oakford costs for many years and to whom additional 
sales are proposed at Docket No. CP60-122. Thus, if 
Texas Eastern’s attempted preemption of such low-cost 
storage facilities for Winter Service is allowed, the rates 
to Winter Service will be lower and to existing classes 
of service higher than they would be if the costs of all 
of Texas Eastern’s facilities were ‘‘rolled-in.”’ 

It is respectfully submitted that the record in this pro- 
ceeding should be reopened and the case should be consoli- 
dated for further hearings with Texas Hastern’s application 
in CP60-122. It is also submitted that an analysis of the 
CP60-122 

[5465] 


application with the Winter Service proposal on the same 
record will reveal that the incremental cost of Winter 
Service is substantially higher than the rate approved by 
the Presiding Examiner. Accordingly, even assuming that 
the cost of Winter Service should be determined incre- 
mentally, that cost should be determined with regard to 
the concurrent expansion for existing classes of service 
and not on the basis of carving out specified low-cost 
facilities in advance of the CP60-122 application and im- 
puting them to the Winter Service application. Not to 
do so is to ignore the present and future public conven- 
jence and necessity, in violation of the Natural Gas Act. 
(City of Pittsburgh v. F. P. C., 237 F 2d 741) 
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TI. Tue Evmwence Propucep sy Texas HasTeERN AND THE 
Srarr pogs wor Support, AND THE EvmeEnce Pxo- 
DUCED By THE CoLumBIA INTERVENORS PRECLUDES, A 
Fuspineg tHat THE APpRoveD WS Rare 1s IN THE 
Pusuic INTEREST AND 1s Just AND REASONABLE, AND 
wot Unputy Drscermmrnatory on PREFERENTIAL. 


The Examiner found on page 21 that both Columbia 
Companies’ witnesses and counsel ‘refused to present the 
proper rate for Winter Service or to apply the proper 
method of allocation to be used in determining the just 
and reasonable rate’. This is inaccurate and misleading 
as evidenced by pages 27-31 of the Columbia Intervenors 
brief to the Examiner. 

The Columbia Intervenors presented three witnesses: 
Mr. Batten, Chief Operations Officer of the Columbia Gas 
System, Mr. Nissel, a consulting expert on cost allocation, 
and Mr. Stockhausen, a rate engineer with the Columbia 
Gas System Service Corporation. 

Mr. Batten explained the broad policy reasons because 
of which the Columbia Intervenors were opposing the WS 
rate, (not WS service per se) (Exh. 139). 

Mr. Nissel’s basic testimony was that Texas Eastern’s 
theory of segregating storage for the benefit of Winter 
Service is unsound (Exhibit 140, pp. 4-11). He also showed 
that even using Texas Eastern’s theory of segregating 
storage for Winter Service Texas Eastern had under- 
stated the WS costs. (Exhibits 144 and 146) He also 
prepared Exhibit 145, an incremental cost study which 
shows that the incremental cost per Mef of the 
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proposed additional facilities (related to the volume shown 
in this record as being withdrawn from Leidy Storage) 
is $1.25 at 634% rate of return, $1.20 at 614% rate of re- 
turn, and $1.17 at 6% rate of return. 
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Mr. Stockhausen presented a cost allocation study based 
on the cost allocation method used by Texas Eastern in 
its pending Docket G-12706 rate filing, wherein he treated 
storage as Texas Eastern had done (Exh. 150). Said Ex- 
hibit, explained in Exhibit 148, showed that based on such 
an allocation, the Winter Service rate in Zone D, the Zone 
receiving virtually all of the preference under the WS rate, 
would vary from approximately 91.61¢ at a 6% rate of re- 
turn to 96.39¢ at a 694% rate of return (Appendix A; 
Columbia Companies’ Brief to Examiner, p. 28). The Ex- 
aminer made no reference to this exhibit. 

Mr. Stockhausen also presented a study wherein he re- 
vised Exhibit 150 to eliminate what he considered some 
obvious errors in Texas Eastern’s filed allocation method 
(Exh. 151). Said Exhibit, explained at Exhibit 148, shows 
an average cost of Winter Service per Mef in Zone D of 
$1.1068 at 634% rate of return, and $1.0488 at 6% rate 
of return. (Appendix A attached) 

The Examiner arbitrarily disregarded the evidence of 
these Columbia Intervenor witnesses. 

As to Mr. Batten, he found that: 


<cWitness Batten’s general statements concerning stor- 
age operations on Texas Eastern’s system were dis- 
credited by cross-examination.”’ (T. 1401-1403, Ex- 
hibits 153, 154, and 155) 
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The cross-examination transcript references by which the 
Examiner so readily finds Witness Battern’s statements 
discredited related to three exhibits of Texas Eastern’s, 
namely, Nos. 153, 154, and 155. Such exhibits constituted 
purely hypothetical situations and were in no way shown 
to bear any relationship to Texas Eastern’s system, (or 
to any other pipeline system) and were not sponsored by 
any witness. Their title of ‘Typical 1,000 Mile Pipeline 
System”’ is simply a label completely unsupported on the 
record. The Examiner’s characterization of Mr. Batten’s 


676 


5469 


general statements concerning storage operation on Texas 
Fastern’s system as deserving no weight, being based solely 
on hypothetical exercises, is clearly erroneous. 

The Examiner dismisses Mr. Nissel’s evidence thus: 


‘‘Mr. Nissel’s purported objection to the segregation 
of the cost of Winter Service because of the physical 
fact that all of the gas is commingled borders upon 
insincerity as well as absurdity. He well knows that 
the Commission has never based its allocation deter- 
minations upon the existence or absence of commin- 
gling of gas.’’ (p. 21) 


Mr. Nissel’s testimony at Exhibit 138, pp. 4 to 11, and 
15 to 17, reveals the considerably broader basis upon which 
his opposition to the segregation of storage was based than 
the single item of commingling of gas to which the Examiner 
refers. There is a legitimate inference in view of the Ex- 
aminer’s prejudice that the Examiner failed to consider 
Mr. Nissel’s other grounds because he was unable to refute 
them. 

The Examiner dismissed Witness Stockhausen’s evidence 
by lifting out of context Mr. Stockhausen’s testimony that 
he 
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had not ‘‘designed a proper rate.’? For this the Examiner 

cites three transcript references—T. 1436, 1486, and 1527. 

The references to T. 1436 and T. 1527 related to the fact 

that Mr. Stockhausen testified in this case primarily as a 

cost allocation expert rather than as a pipeline design en- 

gineer, which is hardly a reason to ignore his cost studies. 
The reference to T. 1486 is as follows: 


“A, I believe my testimony states that I did not attempt 
to design rates, I attempted to allocate the proper 
cost to the rates. The historical weight comes in 
the matter of rate design, not in the matter of cost 
allocation. 
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“<Q. Well, then, you would not say that what you have 
come up with is a proper rate necessarily, would 
you? 

‘<A. No, I wouldn’t. In fact, I think it is too low.”’ 


The Examiner chose to ignore Mr. Stockhausen’s re- 
direct testimony at T. 1524-25: 


“<Q. Mr. Stockhausen, Mr. Deakins asked you had you 
considered the $1.09 which you show as the unit cost of 
service on your Exhibit 151 and 152 appropriate for 
WS service. 

I believe your answer was, n0, it is too low. 

Will you please explain that answer a little further? 
‘‘A. Just for the record, his reference, I think, should 
have been 151 and—you did say 152, didn’t you? 

“6Q. Yes. 

‘cA. And the rate is $1.10 instead of $1.09. 

“*Q. Excuse me. 

«A. As I understood Mr. Deakins’ question, I had stated 
that the cost, allocated cost of rendering this service, 
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would be $1.10. His question, as I understood it, refers 
to the matter of rate design. My answer that I gave, I 
said that the $1.10 was low, and by that I mean to say 
that as a matter of rate design Texas Eastern has his- 
torically deviated from the Seaboard allocation principle, 
classification and allocation principle, in designing its 
rates. The $1.10 results from the use of the Seaboard 
classification. 

Now, following the historical rate design used by Texas 
Eastern in its GS and DCQ rates, I would assume that 
application of those rate design principles would result 
in a rate in excess—in a WS rate in excess of $1.10, prob- 
ably in the neighborhood of the GS rate at the sixteen 
per cent or fourteen per cent load factor. 

“<Q. And what would that be? 
“¢A. That would be in the neighborhood of $1.30. 
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“‘Q. Is it your basic position as to your exhibits that 
the $1.10 shown therein represents the cost, the unit cost 
of the WS service, and that that unit cost is the—should 
be the starting point from which the WS rate—upon 
which the WS rate should be based; in other words, that 
great weight should be given to the unit cost? 

“A. Certainly cost should be the major consideration 
given in designing rates. Of course, $1.10 is based on 
a rate of return of six and three quarters. Again, that 
would depend on the Commission’s determination as to 
the proper rate of return for Texas Eastern.’’ 


The Examiner’s arbitrary disregard of Columbia’s wit- 
nesses is further reason for reopening these proceedings. 
He discarded Mr. Stockhausen’s testimony on the grounds 
that the latter is not an engineer and therefore ‘‘admittedly 
unqualified to testify regarding the design and operation 
of Texas Eastern’s system,’’ and Mr. Nissel’s for lack of 
experience operating a gas transmission company. (Page 
22). However, he indicated no such objection to Mr. Bufkin, 
Texas Eastern’s rate witness, notwithstanding the Exami- 
ner’s own observation during the hearing that Mr. Bufkin 
was not so qualified (T. 644). Nor did he apparently 
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give any weight to the fact that Mr. Bufkin’s testimony 
was, in many respects, in conflict with that of Texas Hast- 
ern’s operating witnesses. 

Similarly, the Examiner did not disregard Staff Witness 
Curry’s rate testimony, notwithstanding that Mr. Curry 
was not qualified to testify concerning operations. The Ex- 
aminer is in the quixotic position of disregarding testimony 
of witnesses who did consider operations in making their 
rate presentations, but of endorsing testimony of witnesses 
on the same subject, presumably because they did not con- 
sider the Companies’ operations. 

The Columbia Intervenors’ evidence showed what Texas 
Eastern’s and the Staff’s were fatally defective for not 
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showing, to wit, the cost interrelationship between Winter 
Service and existing classes of service. They showed the 
starting point (costs) against which the proposed WS rate 
should be tested. It is unfair to brand our attempt to pre- 
sent such evidence ‘‘misleading’’, ‘‘insincere”’, and ‘‘ab- 
surd’’, while Texas Eastern’s blithe and meagre presenta- 
tion goes unchallenged. Its failure to present a systemwide 
cost allocation and a study interrelating its proposed WS 
rate with its existing rates and the Examiner’s failure to 
consider the only systemwide evidence upon which such 
a determination could be made preclude a determination 
that its proposed WS rate was not unduly discriminatory 
or preferential. 

The Examiner’s adoption of the Staff’s ACQ cost of gas 
into storage, in lien of Texas Eastern’s does not repair 
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his fundamental failure to come to grips with the far- 
reaching issues herein. That ACQ rate has never been 
supported on a cost basis; it itself was subject to proof 
in these proceedings, but there was not one iota of evidence 
in support thereof. 

It follows from the Examiner’s adoption of Texas East- 
ern’s unsupported premises regarding preemption, dedi- 
cation, and diversion of Texas Eastern’s ‘‘cheaply expand- 
able’’ storage, the errors in the Staff’s rate presentation 
which the Examiner adopted (which presentation was based 
on those same unsupported premises), and the failure by 
Texas Eastern, the Staff, and the Examiner to test the WS 
rate on a system-wide cost and interrelated rate basis, pre- 
clude a required finding that the Winter Service is just 
and reasonable and not unduly discriminatory or preferen- 
tial, or that it is in the public interest. 


Conciusion 


The Columbia Intervenors submit that the Commission 
cannot reasonably find on the basis of the existing record 
that Texas Eastern’s Winter Service is required by the 
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public convenience and necessity at the rate proposed or 
the rate approved by the Presiding Examiner, and that all 
certificate applications herein should be denied, without 
prejudice to Texas Eastern’s filing new applications based 
on a system-wide allocation of costs and a rolling-in of all 
costs including storage and consolidated with costs related 
to the concurrent CP60-122 application. 


Respectfully submitted, 


/8/ Wuuum C. Hast, 
Wruus C. Hart, 
Frepezick H. Cuakx, 
Attorneys for 
Tue Onto Fuet Gas Company AND 
Tar Manuracrorers Licot anp Heat 
Company. 


Dated: August 16, 1960, New York, New York. 
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Aprenpix D 


Texas EASTERN TRANSMISSION CORPORATION 
Net Benefit to Existing Classes of Service from Using Existing Facilities for 
CP60-122 Expansion Rather Than for Winter Service 
A) Additional Revenues due to CP60-122 Sales! 


, Total Jurisdictional Revenues from Existing 
Rate Schedules? per Page 10, Exhibit N,.. $253,025,371 
, Additional Revenue due to First Supple- 156 407 


enw $253 , 180,868 
tal ‘urisdictional Revenues 
ditional Sales Under CP60-122 


246,180,450 
4. Additional Revenues due to CP60-122 Sales $7,000,418 


Revenue From Winter Service swe Sales 
Which Can Be Rendered Through Existing 
Storage and Pipeline Facilities 
1. Volume of WS Sales per Docket G-18969 
Exhibit 11, Page 6, Line 10 5,042,100 Mef 
2. Average Revenue per Mcf at WS Rate 
Adopted by Examiner 74.6¢ 
3. Possible WS Revenue $3,761,407 


Additional Gross Revenue Which Could Be 
Generated Thro Existing Facilities Under 
Firm Rate Schedules vs. WS Rate $3,239,011 


1. Less: Incremental Cost of Additional Mef 
Required at CP60-122 2,048,722 


Net Benefit to Existing Classes of Service of 

Using Existing Facilities for CP60-122 Sales 

Instead of for WS Sales $1,190,289 
—= 


1 Reflected in summary form since annual sales as reflected in the First Supple- 
ment to the CP60-122 Application are not available by Customers. 
2 Rate Schedules DCQ, GS, SGS, and ACQ. 
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Unrtep States or AMERICA 


FeperaL Power ComMMIssion 
Docket Nos. G-18968 and G-18969, G-18970, G-19181, G-18961 


Before Commissioners: Jerome K. Kuykendall, Chairman ; 
Frederick Stueck, Arthur Kline and Paul A. Sweeney. 


Texas Eastern TRANSMISSION CoRPORATION, ALGONQUIN Gas 
TRANSMISSION COMPANY, TRANSCONTINENTAL Gas Pre 
Lryve Corporation, New York Stare NaTuRAL Gas Cor- 
poration, Texas EasTErN TRANSMISSION CorPoRATION, 
TRANSCONTINENTAL Gas Prpe LrnE CoRrPoRaTION 


Orper ApopTinc EXAMINER’s DECISION Issurnc CERTIFICATES 
or Pusuic CoNvVENIENCE AND NECESSITY AND DENYING 
Morton to Reopen AND CoNSOLIDATE PROCEEDINGS 


(Issued September 1, 1960) 


This case principally concerns the applications of Texas 
Eastern for permanent authority to construct and operate 
the facilities necessary to store, in its Leidy and Oakford 
Storage Fields, volumes of gas transported primarily by 
using off-peak capacity available on its system and thereby 
provide a limited firm Winter Service to its customers. 
Algonquin seeks similar authority in order to transmit and 
sell to its own customers the Winter Service volumes it 
receives from Texas Eastern. Substantially the same serv- 
ices have heretofore been rendered and portions of the pro- 
posed facilities have been constructed and operated under 
temporary authority granted December 24, 1959. The ap- 
plications of Transco and New York Natural concern the 
proposed joint development of the Leidy Storage Field. 
Texas Eastern also seeks authority to continue its ACQ-C 
service as previously certificated in Docket No. G-12177. 
The examiner, in his decision issued herein on July 22, 1960, 
has described and analyzed these proposals in detail and 
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has found that they are required by the public convenience 
and necessity. His findings and conclusions are fully sup- 
ported by the record, and his decision, with certain minor 
modifications indicated below, is adopted by the Commis- 
sion. 

The principal controversy raised by the numerous ex- 
ceptions to the examiner’s decision concerns the rate to 
be charged for Texas Eastern’s Winter Service. This is 
a special service made possible by storing volumes of gas 
not taken by Texas Eastern’s customers during off-peak 
periods and later withdrawing these volumes to provide 
limited firm deliveries within a winter period of 151 days. 
Since this Winter Service is directly dependent on, and lim- 
ited by the service characteristics of, the storage facilities 
and off-peak capacity necessary for it and is thus distinct 
from the other firm services rendered by Texas Eastern, 
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it is appropriate that the rate recommended by Staff and 
adopted by the examiner should be based on a separate 
allocation to Winter Service of all the storage and other 
costs directly related to it. The Staff’s use of Texas Hast- 
ern’s ACQ rate to derive the cost of Winter Service gas 
delivered to storage during the off-peak months is also ap- 
propriate. The priority of Winter Service annual require- 
ments for storage from pipeline capacity is in fact almost 
identical with that of the ACQ service, which is also an off- 
peak service taken by four of Texas Eastern’s customers 
for storage purposes. Subsection (4) of examiner’s Find- 
ing No. 7, dealing with the priorities of these two services, 
appears to be unnecessary and should be deleted. Under 
the rates proposed by Staff, the Winter Service will bear 
its fair share of system costs, and will make effective and 
economical use of the storage facilities and off-peak ca- 
pacity. 

At the instance of the parties, particularly the Columbia 
Companies (Ohio Fuel Gas Company and The Manufac- 
turers Light and Heat Company), the initial rate question 
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was presented in terms of the detailed requirements of 
Section 4 of the Natural Gas Act. Although this would 
serve no purpose in an ordinary certificate case, the appli- 
cants herein already have actual experience with the re- 
quirements of this service and have already constructed 
a portion of the facilities. In this instance the record made 
is sufficiently precise and complete to support the exami- 
ner’s finding that the rates proposed by Staff, and the prin- 
ciples on which they are based, are just and reasonable. 
It should be noted, however, that since the Winter Service 
rates are based in part on Texas Hastern’s ACQ rate, 
they must be adjusted, by appropriate filings, to reflect any 
changes in the ACQ rate. Ordering paragraph (E) of 
the examiner’s decision should be amended to require such 
filings. 

The multifarious objections to the Winter Service ex- 
pressed by the Columbia Companies in their cross-examina- 
tion, direct testimony, briefs, and exceptions centers around 
their assertion that storage service should be paid for at 
firm service rates since it is essentially the same as firm 
service from pipeline capacity. Similarly, the premise of 
the Columbia Companies’ motion to reopen and consoli- 
date this proceeding with Docket No. CP60-122 is that the 
expansion of pipeline capacity applied for therein by Texas 
Bastern could be provided from storage without construct- 
ing new facilities, if the application for Winter Service 
herein were denied. However, the operating characteris- 
tics of this storage service, its limited deliverability period 
and its firm annual supply requirements from off-peak 
pipeline capacity, make it almost the converse of firm daily 
service under Texas Eastern’s DCQ, GS, and SGS rate 
schedules. The substantial and credible evidence herein, 
which the Columbia Companies have failed to rebut, is that 
new firm service such as that applied for in Docket No. 
CP60-122 cannot be supplied from storage. The exceptions 
and motion of the Columbia Companies should be denied. 
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The Commission further finds: 


(1) The initial decision of the presiding examiner, is- 
sued herein on July 22, 1960, should be amended as ordered 
below, and as so amended should be adopted as the decision 
of the Commission as of the date of issuance of this order. 

(2) The exceptions to the examiner’s decision, and the 
motion of the Columbia Companies to reopen and consoli- 
date this proceeding, should be denied. 


The Commission orders: 


(A) Subsection (4) of Finding No. 7 of the examiner’s 
decision is deleted. 

(B) Ordering paragraph (E) of the examiner’s decision 
should be amended to add at the end: ‘‘and thereafter such 
revised tariff sheets as may be necessary to reflect changes 
in Texas Eastern’s ACQ rates.’’ 

(C) The initial decision of the presiding examiner, is- 
sued herein on July 22, 1960, as amended by this order, is 


adopted as the decision of the Commission as of the date 
of issuance of this order. 

(D) The exceptions to the examiner’s decision, and the 
motion of the Columbia Companies to reopen and consoli- 
date this proceeding, are denied. 


By the Commission. 
JosepH H. Gurrwe, 
Secretary. 
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BerorE THE Feperan Power Commission 
Unrrep States or AMERICA 
Docket Nos. G-18968 & G-18969, G-18970, G-19181, G-18961 


In the Matters of Texas Eastern TRANSMISSION CorPoRa- 
tion, ALGonqurinx Gas TRANSMISSION Company, TRANSCON- 
TrxENTAL Gas Pres Live Corporation, New York Strate 
Naruran Gas Corporazion, Texas EasTERn TRANSMSSION 
CogporaTion, TRANSCONTINENTAL Gas Pree Live CorpoRa- 
TION 


Jom Perrrion ror REopeNinG aNp REHEARING OF PROCEED- 
mcs, For Vacation or Onver IssveD Sepremser 1, 1960 


The Ohio Fuel Gas Company (Ohio Fuel) and The Man- 
ufacturers Light and Heat Company (Manufacturers), 
jointly referred to herein as J: oint Petitioners or Columbia 
Intervenors, pursuant to Sections 16 and 19 of the Natural 
Gas Act (the Act) and Sections 1.33 and 1.34 of the Com- 
mission’s Rules of Practice and Procedure (the Commis- 
sion’s Rules), hereby apply for reopening and rehearing 
of these proceedings, and for vacation of the Commission’s 
Order of September 1, 1960 (the Subject Order), which 
Order affirmed the Examiner’s Decision herein of July 22, 
1960,* denied Joint Petitioners’ Motion for Reopening 
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and Consolidation with proceedings at CP 60-122, and 
denied Joint Petitioners’ Motion for Oral Argument. 

Our Application is based on the following broad specifi- 
cations of error: 


(i) the Commission findings and conclusions are 
contrary to the record, and not adequately supported 
by basic findings concerning: Texas Eastern’s ability 


© On September 14, 1960 Columbia Intervenors filed a Motion for Stay 
of said September 1, 1960 Order. 
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to perform Winter Service in the manner proposed, 
the propriety of basing the WS rate on a segregation 
of facilities and the diversion of existing low cost 
facilities from existing classes of service, the ‘‘just 
and reasonable’”’ rate determination, and the existence 
of adequate markets; 

(ii) the Commission failed to make any findings on 
other issues raised by Joint Petitioners concerning 
allocation and interest deductions; 

(iii) denial of the Motion to Reopen and Consolidate 
and of the Motion for Oral Argument is contrary to 
the public interest; 

(iv) construction of the proposed facilities is not 
required by the public convenience and necessity; and 

(v) the WS rate is unduly preferential to Winter 
Service and unduly discriminatory to Joint Petitioners. 
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Inrropuctory STaTEMENT 


The Subject Order contains few basic findings in support 
of its conclusory findings and therefore must rely almost 
completely upon the Examiner’s basic findings. Our basic 
position is that the Examiner’s basic findings, as well as 
his conclusory findings and Order, are invalid, and that the 
Commission failed thoroughly to analyze such invalidity. 
It is accordingly necessary, in order to set the Commis- 
sion’s Order in its proper prospective, first to review 
briefly the Examiner’s Decision and Columbia Intervenors’ 
Exceptions thereto. 


A. The Examiner’s Decision 


Presiding Examiner Woodall’s Decision of July 22, 1960 
authorized Texas Eastern: 


(i) to construct and operate approximately $50,000,- 
000 of facilities consisting primarily of new storage 
development in Leidy and Tamarack Fields at a cost 
of approximately $8,000,000 and new pipeline loops 
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east of Oakford Storage at a cost of approximately 
$37,500,000; and 

(ii) to render ‘‘Winter Service,’ (a firm peaking 
service), on a long-term basis, to twenty-three custom- 
ers during each ‘‘winter season’? (the period from 
November 16 through April 15), with aggregate maxi- 
‘mum daily quantities (MDQ) and Winter Contract 
Quantities (WCQ) of 269,619 Mef/d and 16,177,140 
Mef/year for the i 

[5650] 


1960-61 winter and 334,036 Mef/d and 20,042,100 Mef/ 
‘ year from and after the 1961-2 winter season. 


The Examiner adopted Texas Eastern’s premise that the 
service would be rendered exclusively from a combination 
of storage (consisting of the existing Oakford Storage 
facilities and the proposed Leidy Storage facilities), and 
‘‘off-peak”’ gas and pipeline facilities west of storage. He 
did so in reliance on & basic finding as to Texas Eastern’s 
operations and FPC gas tariff, clearly contrary to the rec- 
ord herein. 

Based on this premise (that Winter Service would be 
performed exclusively from ‘‘off-pea »? pipeline and stor- 
age capacity) the Examiner approved an ‘callocation of 
costs’? whereby there is assigned to Winter Service (i) 
all of the costs of Leidy Storage and the new pipeline 
additions, (ii) an ‘allocated’? portion of the costs of Oak- 
ford Storage and of facilities east of the suction side of 
Station 21A, a point approximately 30 miles west of Oak- 
ford Storage and the boundary line between rate Zones 
C and D, and (iii) in 


In addition, Transco and New York N; 
and operate certain facilities necessary to en: 
Winter Service; and Algonquin was authorize: y 
$5,502,000 of facilities and to render a comparable “Winter Service” 
dependent upon Texas Eastern’s certificate. All these proceedings are 
therefore contingent on certification of Texas Eastern’s applications at 
Docket Nos. G-18968, G-18969, and G-18961. 
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lieu of an allocated portion of costs west of Station 214A, a 
charge equivalent to Texas Eastern’s ACQ-C rate for each 
Mef of WS gas moved to Oakford Storage (in Zone C) and 
to a constructed ACQ-D rate for each Mef of WS gas moved 
to Leidy Storage (Zone D). 

Based on such an “‘allocation,’’ the Examiner approved 
as ‘‘just and reasonable and not unduly discriminatory or 
preferential,’’ a WS rate recommended by the Staff. Said 
rate consists of a monthly demand charge of $2.52, multi- 
plied by each WS customer’s Average Daily Quantity 
(ADQ), which is two-thirds of his Maximum Daily Quan- 
tity (MDQ), a commodity charge of 41 cents per Mef, and 
a storage service charge of 4 cents per Mcef; at full utiliza- 
tion the average cost to a customer would be 74.6 cents per 
Mef without use of the storage option. At full use of the 
storage option the average cost would be 71.3 cents per 
Mef. He rejected as incompetent and entitled to no weight, 
the evidence of Joint Petitioners’ three witnesses to the 
effect that in order to recover the costs of Winter Service, 
the WS rate should be in the range of $1.04 to $1.20 per 
Mcf. 


B. The Columbia Intervenors’ Motion To Reopen And 
Consolidate, Exceptions, And Motion For Oral Argu- 
ment. 


On August 3, 1960 Joint Petitioners filed a Motion to 
Reopen and Consolidate the Winter Service proceedings 
with 

[5652] 


Texas Eastern’s CP 60-122 application. The grounds were 
that the CP 60-122 application (the details of which Texas 
Eastern had withheld during the WS hearings), contra- 
dicted Texas Eastern’s evidence and the Examiner’s 
Decision in the Winter Service proceedings and that the 
services thus proposed to become effective concurrently 
(November, 1960) contained common questions of fact and 
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law as to the optimum use of Texas Hastern’s existing 
capacity, which interrelationship the Examiner had arbi- 
trarily characterized as irrelevant (1.815), and which he 
thereupon ignored. 

The Columbia Intervenors also filed Exceptions and a 
Memorandum in Support thereof (the Supporting Memo- 
randum) excepting to the Examiner’s Decision in its en- 
tirety and particularly to the arbitrary preemption of 
low-cost storage and ‘‘off-peak’”’ pipeline capacity for 
Winter Service, Texas Bastern’s inability to operate in 
accordance with the segregation rate premise, additional 
understatements of the cost of Winter Service not caused 
by the segregation premise itself, the materiality of newly 
discovered evidence, the lack of support for the ‘‘just and 
reasonable and not unduly discriminatory or preferential 
rate’? determination, the inadequate showing of a market 
and the effect thereof upon the economic feasibility of the 
project, and the Examiner’s failure to probe into the real 
issues herein. 


[5653] 


Because of the far-reaching impact of the rate issue 
here involved and the Examiner’s inadequate treatment of 
the vital issues, Oral Argument was essential herein and, 
accordingly, Joint Petitioners moved for Oral Argument. 


C. The Subject Order. 


In the Subject Order the Commission adopted the 
Examiner’s Decision without specific rulings on many of 
Joint Petitioners’ objections and without testing the 
Examiner’s countless arbitrary conclusory findings; it sum- 
marily denied the Motion to Reopen and Consolidate; it 
made no reference to the Motion for Oral Argument, 
thereby denying same. 


SpeciFicaTion oF ERRors 


The Columbia Intervenors are seeking rehearing and 
reopening based on the errors specified above and treated 
seriatim immediately below: 


L Tue Suszsecr Orver Is Basep on Frxpines anp Conciv- 
sions Wuicn Are Contrary To THE Recorp anv Nor 
ADEQUATELY SUPPORTED By Basic Finprnes. 


A. Ability To Perform. 


The Commission made no analysis of Texas Hastern’s 
ability to perform Winter Service. It simply adopted the 
Examiner’s conclusion that Texas Eastern would perform 
Winter Service exclusively from ‘‘off-peak’’ pipeline 
capacity and gas and storage capacity. The Commission 
thus concluded: 

[5654] 


“This is a special service made possible by storing 
volumes of gas not taken by Texas Eastern’s customers 
during off-peak periods and later withdrawing these 
volumes to provide limited firm deliveries within a 
winter period of 151 days.’’ (Paragraph 2) 


The Commission did not substantiate this conclusion 
with any basic findings of its own. It must accordingly rely 
on the Examiner’s basic findings as to the availability of 


off-peak gas and capacity and of adequate storage, which 
findings we contend are not supported by, and are contrary 
to the record. 

(1) ‘‘Off-Peak’’ Pipeline Capacity And Gas 


The Examiner’s specific finding on this point is as fol- 
lows: 


“The WS service gas is made possible by off-peak 
gas and off-peak capacity. It is created by customers 
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who purchase firm gas at less than 100 per cent load 
factor.’? (Page 24, Paragraph No. 1) 


As is evident from the example which the Examiner gave 
following the above quotation, he assumed that WS gas 
was made possible by cutbacks below 100 per cent load 
factor by all customers, including GS customers. Texas 
Eastern does not design its system for 100% load factor 
deliveries to GS customers, but rather limits its design so 
as to meet the GS 74% load factor maximum. (T.444) 
The alleged off-peak gas 


[5655] 


and off-peak capacity, if it exists at all, is thus created by 
customers who purchase less than their contractual entitle- 
ments (Exhibit 82, Pages 10-11), not simply by those pur- 
chasing at less than 100% load factor. Accordingly, the 
difference between the volumes which GS customers would 
theoretically take at 100 per cent load factor and the 
volumes to which they are contractually limited at 74 per 


cent load factor, is not available for Winter Service. 

Based on the above invalid finding, the Examiner made 
additional findings that (i) WS customers would create by 
their cutbacks under existing rate schedules more than the 
amount of ‘‘off-peak”’ gas needed for Winter Service, (ii) 
none of this gas would be made available by Columbia,” 
and (iii) WS service would not burden Texas Eastern’s 
ability to meet its other service obligations. Those sub- 
sidiary findings (Paragraph No. 1, Page 24) are equally 
wrong, as shown at Pages 9-11 of our Supporting Memo- 
randum. 

These erroneous findings are the result of the Examiner’s 
disregard of Texas Eastern’s failure specifically 


* This finding is so clearly erroneous that we simply refer to Exhibit 
1, Schedules 1 and 3, which show that Texas Eastern relies on a cutback 
by Ohio Fuel and Manufacturers of 7,000,000 Mcf—Over 1 of the total 
WS volume. 
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to show that the alleged ‘‘off-peak’’ pipeline capacity is 
actually ‘‘off-peak’’ capacity, rather than excess capacity 
(Pages 19-22 of Joint Petitioners’ Brief). They reveal the 
Examiner’s noncomprehension of Texas Eastern’s opera- 
tions and the tariff and the shaky foundation upon which 
his Decision is based. 

The Examiner quoted extensively from both versions 
given by Texas Eastern as to how it would perform the 
service. Page 2 of the Examiner’s Appendix A contains 
the means of performance advanced by Texas Eastern in 
its direct case, and Pages 3-5 of the same Appendix con- 
tain Texas Eastern’s ‘‘alternate’’ support, advanced on 
cross-examination. 

Mr. Nissel testified at Exhibit 140, Pages 14-16 and at 
T1648 that Texas Eastern was really dealing with excess 
capacity which it sought to transform into off-peak capacity 
by the simple expedient of diverting Oakford Storage from 
the use of GS and SGS customers and of saddling GS 
customers with 45,000 Mef/Day; and SGS customers with 
51,000 Mcf/Day of pipeline flow capacity which is not re- 
quired to serve them (as Mr. Nissel elsewhere showed). 

Using Texas Hastern’s own figures and claimed design 
principle we further demonstrated at Page 21 of our Brief 
to the Examiner that the alleged ‘‘off-peak”’ capacity was 
in reality, excess capacity. 


[5657] 


The Examiner not only ignored the above and other con- 
tradictions to each of Texas Hastern’s alleged means of 
performing Winter Service, (Joint Petitioners’ Brief to 
Examiner, Pages 19-22), but he found each of Texas EHast- 
ern’s alternates ‘‘uncontrovertible”’ (Appendix A of 
Examiner’s Decision). This is simply not so as our Brief 
references above prove. 

Jt should also be noted that Texas Hastern’s ‘‘uncon- 
troverted’’ evidence as to its ‘‘direct case’’ means of per- 
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formance is self-contradictory (Joint Petitioners’ Brief 
to Examiner, Pages 19-20), and that its ‘<cross-examina- 
tion’? means of performance is unsupported by any studies 
or flow diagrams. In fact, the record contains no system- 
wide flow diagrams showing the facilities installed on Texas 
Eastern’s entire system or the capacity of such facilities. 

This meagre ‘‘evidence’? and the Hxaminer’s above 
erroneous fundamental conclusion each of itself demon- 
strates the inadequacy of a showing of ‘‘off-peak”’ pipeline 
capacity. Together they should make denial of certification 
mandatory, even without the added factor of the inter- 
relationship with the CP 60-122 application discussed 
hereinbelow under Point ITI. 


[5658] 
(2) Storage. 


The Commission concludes (above) that Winter Service 
is “made possible by . . . withdrawing’’ the necessary 
volumes from storage. This conclusion as to Texas East- 
ern’s ability to perform Winter Service from storage is 
not supported by any Commission basic finding, and only 
by conclusory findings by the Examiner. 

The unrefuted testimony of Texas Eastern’s own wit- 
nesses establishes that Texas Eastern’s storage capacity 
is an integral part of its total system capacity and that 
gas withdrawn from storage and gas flowing in the pipeline 
are commingled in an indistinguishable mass (7.554) to 
meet the entire requirements of all of Texas Eastern’s 
markets. Mr. Jennings testified that gas withdrawn from 
storage could be—and is—used to make increased volumes 
available directly or by displacement to customers in all 
zones of the Texas Eastern system (T.514, 553). 

Re East Tennessee Natural Gas Company, Docket No. 
G-2078 (order issued March 4, 1954) is in point. East 
Tennessee was there contending that the Atomic Energy 
Commission should have the benefit of the lower purchased 
gas costs at the northern end of its U-shaped system, and 
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that the north line on its system should be segregated from 
its south line to determine the costs allocable to the AEC 
sales since the AEC was 

[5659] 


served from its north line. The Commission, in requiring 
East Tennessee to determine the rate to the AEC on a 
system-wide basis, rolling-in the cost of gas at both the 
north and south ends of its system, stated: 


‘¢And even were it possible, which is not the fact, 
to earmark particular gas to a particular customer, 
the fact that the system is operated as a unit, and the 
fact that gas purchased at either end is made available 
to the whole system by displacement shows that all the 
customers receive the benefit of system-wide operation. 
But the fact is, it is impossible to identify from day 
to day any particular gas or any particular portion 
of the transmission system with an[y] particular cus- 
tomers.’’ (Mimeo, P. 2) 


Nowhere in the Commission instant order or in the 
Examiner’s Decision is any reason given or finding made as 
to why or how the Commission can earmark gas withdrawn 
from storage on any particular day for Winter Service. 
The record shows to the contrary that Texas Eastern’s 
system is operated as a unit, that gas withdrawn from 
storage is available to the whole system by displacement, 
and that storage is actually operated to benefit all of Texas 
Eastern’s customers. It can thus be only the arbitrary 
earmarking of storage gas for Winter Service that prevents 
the rolling-in of Texas Eastern’s storage in accordance with 
principles of rate-making followed by the Commission in 
the East Tennessee case. 


[5660] 


Texas Eastern’s own exhibits show that Winter Service 
will not be rendered from storage. They show (i) that 
total storage withdrawals and withdrawals from Leidy 
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Storage are inadequate for purposes of performing the 
Winter Service which accordingly must, as a practical 
matter, be performed partly from pipeline capacity, and 
(ii) that withdrawals from Oakford Storage are available 
in the amount claimed only if the use and benefits of Oak- 
ford are to be diverted from existing classes of service to 
WS customers (Page 13, Paragraph V of Brief; Pages 11 
and 12 of Exceptions; and Pages 7 and 8 of Supporting 
Memorandum). The Commission’s Order is thus not only 
not supported by any pertinent basic finding but is contrary 
to the clear evidence that Texas Eastern operates its low- 
cost storage* as an integral part of its total integrated 
system capacity (Pages 12-17, Columbia Brief). 


B. Inadequate Basis For Segregation And Diversion. 


Immediately following and based on its foregoing prem- 
ise as to the manner in which Winter Service would be 
performed, the Commission approved the principle of 
segregating Texas Eastern’s low-cost storage and ‘‘off- 
peak”? pipeline capacity for Winter Service: 


[5661] 


“Since this Winter Service is directly dependent on, 
and limited by the service characteristics of, the stor- 
age facilities and off-peak capacity necessary for it and 
is thus distinct from the other firm services rendered 
by Texas Eastern, it is appropriate that the rate 
recommended by Staff and adopted by the Examiner 
should be based on a separate allocation to Winter 
Service of all the storage and other costs directly re- 
lated to it.”? (Emphasis added) 


Inasmuch as the Commission’s premise as to the oper- 
ating characteristics of Winter Service is unsupported by 


* Exhibit 141, explained at Exhibit 140, Pages 9-10, shows that the 
fixed cost per Mef/day of Texas Eastern’s existing (Oakford) storage 
capacity is $9.04, and that the comparable cost of its Transmission 
capacity from Texas through Zone C is $64.30, 
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and, in fact, contrary to the record, its conclusion based 
thereon as to segregation is unfounded and arbitrary. 

‘As the Commission has previously recognized, where a 
pipeline system is integrated and unified, and operated as 
such, the only proper and feasible method of allocating costs 
is on a system-wide basis, Re East Tennessee Natural Gas 
Company, 13 FPC , (Docket No. G-2078, order issued 
March 3, 1954). In this way all customers receiving bene- 
fits from the unified system operations share in the costs 
on a system-wide basis, Colorado Interstate Gas Company 
v. Federal Power Commission, 324 US. 581, 590, 591, and 
costs of a pipeline’s operations should be apportioned in 
a manner consistent with the use and benefits derived, 
Re Mississippi River Fuel Corp., et al, 4 FPO 340, 351; Re 
East Tennessee Natural Gas Compay, supra. 


[5662] 


The record herein shows that Texas Hastern’s system is 
and will be integrated and unified, and is and will be oper- 
ated as such. The record shows that its existing Oakford 
Storage is and its proposed Leidy storage will be operated 
as integral parts of its system as a balance between the 
over-all demands of all customers and the pipeline flow 
capacity (T. 511-514, 555). Since storage aids in meeting 
the demand of all of Texas Eastern’s customers, its bene- 
fits and costs should be spread equitably among all cus- 
tomers, which is precluded by the segregation of storage. 
This can only be done by rolling-in storage and determining 
the costs of Winter Service as well as all other services 
on a system-wide basis. For the Commission to refer to 
the segregation herein ‘‘as a separate allocation to Winter 
Service of all the storage and other costs directly related 
to it?’ does not change the fact that it is ‘‘segregation”’ with 
which we are dealing. 

The determination of jurisdictional rates for integrated 
systems such as Texas Eastern’s on a system-wide basis 
has been consistently approved by the Commission and the 
Courts, Colorado Interstate Gas Company v. Federal 
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Power Commission, supra. The Columbia Intervenors sub- 
mit that a determination of the Winter Service costs on 
such a basis is necessary, at least as a point of departure, 


cf. City of 
[5663] 


Detroit v. Federal Power Commission, (D.C. Cir., 1955) 230 
F 2d 810, 818; Regulation 154.10(a) (18)it. 

The Commission not only did not start at this logical 
point, but it gave no reason supported in the record for 
failing to do so. The actual use of Texas Hastern’s storage 
for the benefit of all customers, and the need for a system- 
wide allocation were ignored. A dedication of storage for 
the benefit of Winter Service was assumed as a. starting 
point, without regard to the impact thereof on the rates to 
other classes of service. Certainly, the piecemeal segrega- 
tion for Winter Service of Texas Eastern’s system costs 
cannot consistent with past Commission opinions, form 
the basis for finding that the costs thus derived represent 
a fair and reasonable allocation of Texas Eastern’s costs 
to Winter Service. 

The Commission also erred in following the Examiner’s 
failure to distinguish between segregation of new facilities 
(Leidy Storage and additional pipeline) on an incremental 
cost basis for a new class of service and the diversion of 
existing low-cost facilities (Oakford Storage and existing 
pipeline west of Station 21A) from existing classes of 
service. The fact that Texas Eastern, in its rate filing in 
Docket No. G-18841, showed a withdrawal from Oakford 
Storage of 160,616 

[5664] 


Mef /day and 15,170,409 Mcf/year primarily for GS cus- 
tomers, as opposed to the 99,982 Mef/day and 12,957,900 
Mef/year which Mr. Bufkin now uses in allocating storage 
costs for ‘‘Other Use,”’ including GS (Exhibit 11, Page 6) 
of itself proves that substantial diversion of Oakford Stor- 
age from existing classes of service is inherent in the 
Winter Service rate development. (Joint Petitioners’ Brief 
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to Examiner, Pages 15-17). However, the Examiner failed 
to understand that such diversion is obviously an integral 
part in the development of the WS rate, (1.820) and his 
Decision ignored it. 

The Examiner’s sole support for his adoption of segre- 
gation and of diversion of low-cost facilities is that all 
parties, except Columbia,® accept the segregation principle 
and that ‘extensive precedents’? support it (Page 26, 
Paragraph 3). Neither is valid support. 

The fact that the WS customers support segregation 
and diversion of low-cost facilities from existing classes of 


[5665] 


service is hardly persuasive. The only system-wide cost 
evidence of record indicates that WS customers would, 
under the approved WS rate, receive a ‘“‘free ride’? (Ex- 
hibit 152). The fact that beneficiaries of a free ride support 
it hardly justifies or makes it any less of a free ride. Since 
the Staff witness did not even consider this diversion issue 
(T. 1201-1213), his acceptance of it is entitled to no weight. 

The Battle Creek Gas Co. v. F.P.C., No. 15, 368 
(C.A.D.C.), decided July 14, 1960, and Opinion No. 315 
(Re Transcontinental Gas Pipe Line Corporation, 20 FPC 
264), cited by the Examiner, support Joint Petitioners’ 
position, not the Examiner’s. The basic principle of the 
Battle Creek case is that where a particular facility ‘‘forms 
part of an integrated system,’’? and where the expansion 
will benefit the entire system, the cost thereof should be 
treated as system costs and rolled into the rate base of all 
customers; conversely: that the rate to a new class of ser- 
vice should be based on incremental costs only where new 
facilities involved would be used and operated only to 
serve the particular customers. 


©The Examiner dismissed the City of Pittsburgh’s opposition on the 
grounds that it was just “parrotting” Columbia and that Equitable Gas 
is the utility serving Pittsburgh (Page 23). He was apparently unaware 
that Pittsburgh is also served by Manufacturers and Peoples Natural Gas 
Company. 
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. Here, the facilities which the Presiding Examiner and the 
Commission would segregate for Winter Service cannot 
be operated independent of Texas Eastern’s entire system 
during either the peak or off-peak periods (Exhibit No. 3— 


[5666] 


Texas Eastern map) and as shown above, they have been 
and would be operated for the benefit of all customers. 

The Transco opinion approved segregation of facilities 
proposed to be installed on essentially the same basis as 
segregation was approved in the Battle Creek case. The 
vital proof in Transco, that the facilities segregated would 
not be operated as an integral part of Transco’s system, is 
here absent. Therefore, Transco does not support the segre- 
gation proposed herein. 

The Battle Creek case and the Transco case did not 
involve the segregation of existing facilities to the new 
services proposed therein, neither involved a diversion of 
low-cost facilities for the benefit of a new service, and in 
neither case were pipeline loops segregated which would be 
used jointly by the new service and existing services. It 
would seem clear that the Transco and Battle Creek cases 
could not serve as precedents for the segregation of existing 
facilities and jointly used pipeline loops and for the diver- 
sion of low-cost facilities, approved by the Commission in 
this case. 

Even assuming that the Battle Creek and Transco cases 
are precedents in favor of segregating new facilities herein 
in determining the costs allocable to Winter Service, which 
assumption we deny, a different approach is clearly 


[5667] 


warranted for existing facilities. Appendix A attached 
hereto is a mathematical computation based on the exhibits 
herein, which shows that, if the gas deliverable from the new 
facilities (Leidy Storage and the additional pipeline) were 
priced on an incremental-basis and if the remaining WS 
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requirements were priced under the existing Zone D rates 
of Texas Eastern, the average cost of the Winter Service 
gas would be $1.04 per Mef. Accordingly, even under the 
most favorable (though unwarranted) application of the 
Battle Creek and Transco cases, the approved rate for 
Winter Service is substantially below the unit cost of the 
service. 


C. Inadequate Basis For Rate Determination. 


The Commission not only found the WS rate to be in 
the public interest, but went a step further and found it to 
be just and reasonable ‘‘in terms of the detailed require- 
ments of Section 4 of the Natural Gas Ac 2? Its findings 
and conclusion are as follows: 


“At the instance of the parties, particularly the 
Columbia Companies (Ohio Fuel Gas Company and 
The Manufacturers Light and Heat Company), the 
initial rate question was presented in terms of the 
detailed requirements of Section 4 of the Natural Gas 


Act. Although this would serve no purpose in an 
ordinary certificate case, the applicants herein already 
have actual experience with the requirements of this 
service and have already constructed a 


[5668] 


portion of the facilities. In this instance the record 
made is sufficiently precise and complete to support the 
Examiner’s findings that the rates proposed by Staff, 
and the principles on which they are based, are just 
and reasonable. It should be noted, however, that since 
the Winter Service rates are based in part on Texas 
Eastern’s ACQ rate, they must be adjusted, by ap- 
propriate filings, to reflect any changes in the ACQ 
rate. Ordering paragraph (BE) of the Examiner’s 
Decision should be amended to require such filings.”’ 
(Third Paragraph) (Emphasis Added) 
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Neither the evidence of record, the Examiner’s basic 
findings, nor the Commission’s Order based thereon war- 
rant the above conclusion. In the first place, Section 4 
requires the proponent of a rate (in this case Texas Eastern 
and the Staff) to bear the burden of proof with respect 
thereto. Although the Commission’s Order does not specify 
what the detailed requirements of Section 4 are, Joint 
Petitioners understand them to require that the evidence 
in support of a particular rate should include a system 
cost allocation which will show sufficiently the allocation of 
cost to the various types of service to allow a determination 
that the rate proposed will not only be just and reasonable 
but will also not be unduly discriminatory or preferential. 
Only on the basis of such a presentation could the Joint 
Petitioners and the Commission know with any certainty 
what impact the rendition of Winter Service at the pro- 
posed or approved 


[5669] 


rate would have upon Joint Petitioners’ rates or the rates 
of other customers of Texas Eastern. Following such an 
allocation of costs, the rate of a particular service should 
be reconciled with the rates of other rate schedules, to in- 
sure a reasonable relationship between them. 

The only system cost of service allocation studies pre- 
sented (Exhibit Nos. 150 and 151) showed that the WS 
rate proposed as well as the Staff rate approved by the 
Examiner and the Commission were unreasonably low and 
thus unduly discriminatory to Joint Petitioners. Although 
the Examiner and the Commission had chosen to disregard 
these exhibits without warrant and without adequate ex- 
planation, they have not in any manner attempted to justify 
the large differences between the unit cost of rendering WS 
service shown on these exhibits and the unit cost on which 
the WS rate is based in terms of differences in services 
rendered, nor have they indicated how the allocation of 
cost to Winter Service approved herein will be reflected in 
determining the rates under Texas EHastern’s other rate 
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schedules. Joint Petitioners submit that on the basis of 
the presentation herein by Texas Hastern and the Staff, 
the Commission could not make those basic findings neces- 
sary to a determination of whether the Winter Service rate 
is just and reasonable and not unduly discriminatory. 


[5670] 


(1) Inadequacy Of Texas Eastern And Staff Presenta- 
tion. 


Mr. Bufkin, Texas Eastern’s rate witness, did not relate 
his proposed WS rate to Texas Eastern’s existing rates 
(T. 764-5) ; he did not evaluate the WS rate and the existing 
GS rate at comparable load factors (T. 717); he could not 
reconcile the difference between the WS rate and the exist- 
ing rates with the respective differences in the operating 
characteristics of existing services (‘T. 764-6) ; his proposed 
WS rate is not based on the same method of allocating 
costs upon which Texas Hastern’s existing rates are based, 
nor is it based on any system-wide cost allocation (T. 590) 
as required by Regulation 157.14(a) (18) (ii).“ His alloca- 
tion factors conjured up for purposes of allocating the costs 
of existing facilities are arbitrary and impossible to recon- 
cile with the testimony of Texas Eastern’s operating wit- 
nesses (as developed under Point II hereinbelow). 

Staff Witness Curry made no study of system opera- 
tion, cost of service or allocation method, nor was he 
familiar with the basic data underlying Texas Hastern’s 
over-all approach (T. 1189). He simply adopted Texas 
Eastern’s over-all 


* The Examiner refused to permit Joint Petitioners to cross-examine 
as to why Texas Eastern failed to file an allocation of the system cost 
of service to each particular service classification as required by Section 
157.14 (a) (18) (ii) of the Regulations under the Natural Gas Act. T. 
590) 
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approach without independent study, and he did not try to 
reconcile the difference in rates between Winter Service and 
existing classes of service with the differences in service. 
The ACQ rate, which he used as representative of the cost of 
moving gas to storage (in lieu of an allocation of costs west 
of Station 21A) has never been the subject of a Commission 
rate determination and does not even purport to be based 
on costs. It therefore cannot serve as a just and reason- 
able basis for determining the cost of moving Winter Serv- 
ice gas to storage. 

Mr. Curry’s excessive credit against Zone D transmission 
costs and his excessive interest deductions, both covered 
under Point II hereinbelow, would not stand up in a system- 
wide rate proceeding—nor would the arbitrary difference 
in a rate of return between Winter Service and existing 
services. 

Mr. Curry and Mr. Bufkin rationalized their failure to 
reconcile the WS rate with existing rates (except for the 


Staff witness’s comparison with the ACQ service) on the 
grounds that Winter Service is a fundamentally different 
service than that rendered under Texas Hastern’s existing 
rate schedules. Such generalizations are inadequate. 


[5672] 


In order to support a particular rate against the charge 
of undue discrimination, it is necessary to reconcile the 
difference in rate between services with the difference in 
operating characteristics of the services; that is, it must 
be shown that the difference in rate is reasonably and 
specifically related to the difference in service (Western 
Union Telegraph Co. v. Call Publishing Co., 181 US 92, 
21 S.Ct. 561; Cf. Otter Tail Power Co. v. Federal Power 
Commission, 2 FPC 134). Neither Texas Eastern nor the 
Staff did this. For example, there is no explanation in the 
record why WS customers in Zone D should pay a demand 
charge only 37 per cent of the demand charge paid by 


708 


DCQ and GS customers in Zone D,° nor did they even 
attempt to reconcile this outlandish end result with the 
16.7 per cent load factor of the ‘¢demand-related’’ Winter 
Service. 

Not only did Messrs. Bufkin and Curry fail to relate 
the WS rate with existing rates, but they did not even 
consider whether the segregation of new facilities and the 
diversion of low-cost existing storage and of ‘‘off-peak”’ 
pipeline 

[5673] 


capacity constitutes an ‘‘unreasonable difference in rates, 
charges, service, or facilities, either as between localities 
or as between classes of service,’’ as specifically precluded 
by Section 4(b) of the Act; nor did they even acknowledge 
the existence of such diversion or distinguish it from seg- 
regation of new facilities. In fact, Mr. Bufkin, encouraged 
by the Examiner (T. 746-50), purported to be unaware of 
the diversion (T. 748). 

In Atlantic Refining Co. v. Public Service Commission of 
New York, (CATCO) 360 US 378,79 S.Ct. 1246, the Su- 
preme Court underscored the crucial nature of the initial 
certificating process under Section 7(e) of the Act, of the 
vital importance of a thorough consideration of the initial 
rate, and of the need for specific and factual evidence in 
support of the Commission’s findings. These factors are 
present here in a high degree. As in CATCO, the record 
herein fails to meet the requirements of factuality and 
specificity, and the above deficiencies in Texas Eastern’s 
and the Staff’s presentations, including the disregard of 
the interrelated CP 60-122 application, make them inad- 
equate to support even a finding that the service is in the 


©The monthly WS demand charge is $2.52 times the ADQ, which is 
only two-thirds of the MDQ. The DCQ-D monthly demand charge is 
$4.56 times the MDQ. 24 x $2.52 = $1.68 = 37% of $4.56. At an equiva- 
lent $3.56 demand rate and 30-cent commodity component (including 
storage charge and therefore equal to the DCQ-D and GS-D commodity 
rate), the monthly WS demand charge is 45 per cent of the DCQ monthly 
demand charge. 
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public interest at the approved rate, much less than that 
the rate is just and reasonable and not unduly discrimina- 
tory or preferential. 

[5674] 


(2) Inadequacy Of The Examiner’s Rate Determination. 


The Examiner considered the question of discrimination 
only inter se WS customers. He thus unduly narrowed the 
scope of his rate determination, as is apparent from his 
statement of the rate issue, as follows: 


‘‘The issue narrows simply to this: Does the fact that 
the firm customers of Texas Eastern (other than the 
six mentioned above) as valley customers pay to Texas 
Eastern the demand charges on the 62,000,000 Mef of 
cutback gas (out of which 20,000,000 of WS gas is 
derived) make the rate proposed by Texas Eastern or 
Witness Quig the just and reasonable rate, when six 
WS customers of Texas Eastern will not have paid 
such demand charges on all (and in some cases on 
any) of the WS gas which they buy?’’ (Page 28). 


In the first place, the cutback volumes assumed by the 
Examiner and his conclusions based thereon are wrong, 
as covered hereinabove (Page 8) and as previously set 
forth at Pages 9-11 and Appendix B of our Supporting 
Memorandum. 

Moreover, as shown above, a determination of whether 
a particular rate is unduly discriminatory or preferential 
must be considered in terms of its impact on, other classes 
of service, not merely in terms of whether it is discrimina- 
tory inter se customers taking the new service, particularly 
where that determination is purported to be made pursuant 
to Section 4 of the Natural Gas Act. 


[5675] 


The Examiner’s Decision is untenable on many other 
specific grounds: his misconceptions of critical facts and 
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issues, his undue limitation on the Columbia Intervenors’ 
right to cross-examine concerning the relationship of the 
WS rate with Texas Eastern’s pending rate filings (T. 
738), his refusal to permit incorporation of, and cross- 
examination based on, the original WS application (T. 624), 
his arbitrary rejection of the only evidence which showed 
costs and allocation on a system-wide basis (Pages 28-34 
of Joint Petitioners’ Supporting Memorandum), his over- 
protection of Texas Eastern’s witnesses (T. 621-8), and 
his own statement on the record concerning the thorough- 
ness required to support a just and reasonable rate deter- 
mination (T. 852). 

Under such circumstances, and particularly in view of 
the meager rate presentation by Texas Eastern and the 
Staff, the record herein cannot be sufficiently ‘‘precise or 
complete”’ to support his ‘just and reasonable”’ rate deter- 
mination. It constitutes a bold effort to make his Decision 
‘cappeal-proof’’ by use of magic statutory language (<*just 
and reasonable’’) without substantive support of record. 


[5676] 
(3) Inadequacy of Commission Determination. 


We have shown above that the initial rate question was 
not presented by Texas Hastern or the Staff, nor treated 
by the Examiner, ‘‘in terms of the detailed requirements of 
Section 4 of the Act.’’ 

The Commission’s other basis for its rate determination 
was that ‘‘the applicants herein already have actual ex- 
perience with the requirements of this service and have 
already constructed a portion of the facilities’? (Third 
paragraph of Commission Order quoted in full at Page 21 
hereinabove). This is inadequate because the previous 
requirements experience and construction were incurred 
pursuant to two temporary certificates which were stren- 
uously opposed by Joint Petitioners and issued without 
prejudice to ultimate disposition of the permanent certifi- 
cate, as temporary certificates must be by law, Algonquin 
Gas Transmission Co. v. FPC, 201 F 2d 334. 
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Joint Petitioners submit that the foregoing demonstrates 
that the record is not ‘‘sufficiently precise and complete’’ 
to support the rate determination, that it was not actually 
determined on a Section 4 basis and cannot be found to be 
based on Texas Hastern’s and the Staff’s evidence and 
the rate approved for the Winter Service by the Commis- 


sion 
[5677] 


could not be found to be just and reasonable and not unduly 
discriminatory. These conclusions naturally follow from 
the facts shown above that Texas Eastern will not render 
Winter Service in the manner proposed, that the segrega- 
tion and diversion of low-cost facilities approved by the 
Commission for rate purposes is accordingly based on 
premises which are contrary to fact, and that the presenta- 
tion by Staff and Texas Eastern and the depth of the Ex- 
aminer’s analysis were inadequate to permit a determina- 
tion that the rate approved met the requirements of Section 
4 of the Act. 

In addition, the following points, fully covered else- 
where, require that the Commission’s determination as to 
the WS rate be changed and modified: 


(a) The arbitrary allocation factors and premises, the 
excessive interest deductions and the lower rate of return, 
which arbitrarily understate the cost of Winter Service 
(even assuming the validity of segregation and diversion 
of low-cost facilities) (Point II hereinbelow) ; 

(b) The disregard of the interrelationship of Texas 
Eastern’s CP 60-122 certificate application with Winter 
Service, and the Commission’s Denial of our Motion to 
Reopen and Consolidate the Winter Service Proceedings 
with the CP 60-122 Application (Point III hereinbelow) ; 


[5678] 


(ce) The extremely narrow market evidence and the dis- 
regard of the impact upon the market of an increase in WS 
rate (Point I (D) hereinbelow). 


Joint Petitioners are appalled by the Commission’s ap- 
proval of the Staff’s WS rate as just and reasonable (and 
impliedly as ‘‘not unduly discriminatory or preferential’’) 
with the only condition as to the rate that it be adjusted if 
Texas Eastern’s ACQ rate is adjusted in Texas Hastern’s 
pending rate cases. The WS rate is based upon a cost of 
service using a 6 per cent rate of return, while Texas 
Eastern’s existing rates collected under bond are based on 
a cost of service using a 6%4 per cent return, and the Com- 
mission has recently authorized rates of return for pipe- 
lines comparable to Texas Hastern’s in excess of 6 per cent. 
Clearly, the Commission’s Order should allow for adjust- 
ment of the WS rate in the event that Texas Eastern is 
allowed in its pending rate cases and in future rate cases 
a higher rate of return than 6 per cent. 

Furthermore, it must be remembered that the Winter 
Service will not become fully operative until the 1961-62 
winter and that the WS rate is based on cost and sales 
estimated for 1962. In approving the WS rate as just and 
reasonable the Commission’s Order gives no weight to the 
fact that in the next two years Texas Eastern’s system 
costs can undergo significant 


[5679] 


changes, to which all rates should be subject. The CP 60-122 
expansion alone will, if certificated, change the costs and 
allocation factors in Texas Eastern’s rate Zone D before 
the Winter Service is instituted. Other expansion pro- 
grams of Texas Eastern could have similar effects which 
apparently could not be reflected in the WS rate under the 
Commission’s determination. Accordingly, the Commis- 
sion’s WS rate determination is not only now unduly prej- 
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ndicial to Joint Petitioners, but is likely to become con- 
siderably more so in Texas Hastern’s pending and future 
rate cases. 


D. Inadequate Market Evidence. 


The Commission’s Subject Order contains no express 
findings as to the adequacy of a market for Winter Service, 
and the Examiner’s Decision contains only the usual 
‘boiler plate’’ formal findings and conclusions at Page 17, 
as to Texas Eastern’s market, and at Page 14, as to 
Algonquin’s market, based on allegedly ‘‘uncontroverted”’ 
evidence. 

The “‘uncontroverted’’ characterization is another of 
the many examples herein wherein the Examiner’s find- 
ings and conclusions simply do not stand analysis. The 
market evidence was ‘‘uncontroverted”’ only as to whether 
the WS customers desired Winter Service at the 68.3¢ aver- 
age WS rate proposed by Texas Eastern and the 89.5¢ 
average WS rate 

[5680] 


proposed by Algonquin. Witness after witness conceded, 
that the market exists herein only at the 68.3¢ Texas 
Eastern and 89.5¢ Algonquin proposed rates. At Pages 
31-36 of our Brief to the Examiner, we quoted the market 
witnesses’ inability to state on cross-examination the ex- 
tent to which, if at all, they would want or need this serv- 
ice if the rates were higher than those proposed by Texas 
and Algonquin. Virtually all of said witnesses conceded 
that their ‘“‘need’’ for volumes of WS gas is dependent on 
the cost to them of alternative means of supply. 

This points up an important factor which we have con- 
sistently advanced and which the Examiner expressly (T. 
838) refused to consider; namely, that Texas Hastern’s and 
Algonquin’s rate proposals were and are controlled more 
by competitive than cost considerations. The testimony of 
the market witnesses leaves little doubt but that the market 
in Zone D would not exist if the rate were based on cost 
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considerations fairly arrived at on a system-wide basis, 
rather than by Texas Eastern’s and the Staff’s precon- 
ceived idea that further natural gas service should be pro- 
moted in all parts of the country regardless of the eco- 
nomics involved and subsidization required by other cus- 
tomers. (Cf. Re Houston, Texas Gas and Owl Corp., 1956, 
16 FPC 118). 
[5681] 


Joint Petitioners also favor the promotion of natural 
gas service, but not where it involves a marginal market 
(as the Examiner reluctantly noted the WS market is (T. 
1231)), which can be served only by subsidization from 
other classes of service. To authorize construction of well 
in excess of $50,000,000 in disregard of the obvious rate 
limitations involved is to ‘‘eat the seed corn.’’ It sacrifices 
the long range public interest in a healthy industry to the 
demands of the beneficiaries of a ‘‘free ride,’’ the public 
interest in which is short range, at best. 

As we also pointed out at Page 31 of our Brief to the 
Examiner, the extent of facilities required and therefore 
the unit cost of rendering Winter Service is directly related 
to the ultimate demand for Winter Service. We submit that 
in a rate case proceeding, the storage segregation and 
diversion, and the other understatements of Winter Service 
cost of service (Point II), could not be condoned. Their 
correction would produce a materially higher WS rate with 
the result that the WS market would drop off or be elimi- 
nated completely, making the facilities put in pursuant to 
the Subject Order not economically feasible. 


[5682] 


The Examiner glossed over these serious problems by 
the strawman type of argument that ‘‘there is no evidence 
of any kind that the approved rate of 74.6 cents destroys 
the market for WS gas.’’ (Footnote 8, Page 17, Examiner’s 
Decision) He ignores the pertinent question, which is 
whether Texas Eastern has proved the existence of a mar- 


715 


5682 


ket at that rate, or possibly higher rates, adequate to war- 
rant installation of the $50,000,000 by Texas Eastern and 
$5,500,000 by Algonquin. The answer is uncontrovertably 
‘‘No,”? as demonstrated above, and by the fact that the 
Examiner recognized the WS customer need to recalculate 
volumes of WS gas required with each raise in the ws 
rate (Footnote 8, Page 17, Examiner’s Decision). 


IL. Tse Commission Fartep ro Maze Any Finvincs on 
Oruer Issues RaIseD By JorntT PETITIONERS 


In approving Texas Eastern’s arbitrary carving out of 
storage and ‘‘off-peak’’ pipeline costs for the benefit of 
Winter Service, the Commission stated in the second para- 
graph of its Order that 


“The rate recommended by Staff and adopted by the 
Examiner should be based on a separate allocation to 
Winter Service of all the storage and other costs 
directly related to it.”’ 


Joint Petitioners in their Exceptions pointed out that 
even if the allocation of costs should be based on a 


[5683] 


segregation and diversion of facilities for Winter Service, 
the allocation adopted by the Examiner because of arbi- 
trary allocation premises and volumes and improper com- 
putation of income taxes did not include ‘‘all the storage 
and other costs directly related to”? Winter Service. The 
Commission, as had the Examiner, failed to make any find- 
ings with respect to these deficiencies on which the approved 
rate is based. In failing to do so the Commission’s Order 
violates Section 8(b) of the Administrative Procedure Act 
and deprives Joint Petitioners of due process. 


(A) Errors In The Staff Allocation Of Costs To Winter 
Service Raised By Joint Petitioners 


(1) Allocation Premises and Volumes. 


In the first place, assuming the propriety of segregation 
and diversion of storage and of ‘‘off-peak’’ pipeline costs 
for Winter Service and of an attributed cost into storage 
equivalent to the ACQ rate, there is no explanation or 
justification for the use of Station 21A as the starting 
point for allocation of existing pipeline cost to Winter Serv- 
ice, rather than the established Zone C and Zone D bound- 
ary line which practically runs through Oakford Storage 
and which is approximately 30 miles east of Station 21A. 
If the total system existing pipeline costs are not to be 
allocated 


[5684] 


to Winter Service on a system-wide rolled-in basis, as we 
contend they should be, their allocation at least should be 
consistent with the segregation premise. However, it is not. 
By including the nominal facilities in Zone C east of Station 
21A, together with the large sales therefrom, a substantial 
portion of the transmission costs in Zone D were spread 
over an artificially large divisor to reduce the allocation of 
costs to Winter Service by $151,843 (Joint Petitioners’ 
Exceptions, Pages 15-16). Since Texas Hastern’s premise 
is that WS sales will all be made from storage and that 
none will utilize pipeline capacity west of storage in the 
peak period, it is inconsistent and arbitrary to assign to 
Winter Service, on the segregation premise, costs related 
to the pipeline facilities between Oakford Storage and Sta- 
tion 21A. It is simply an additional example of the ‘‘carv- 
ing out’’ of the lowest costs possible patently designed to 
understate the true cost of Winter Service. 

The volumes used by Texas Eastern to allocate the Win- 
ter Service cost of existing storage facilities and pipeline 
facilities east of Station 21A are equally arbitrary. This 


717 


5684 


ig demonstrated by the attached Appendix B, a comparison 
of Texas Eastern’s allocation volumes with facts of record. 


[5685] 


Said Appendix B summarizes the many deceptions used by 
Texas Hastern to develop allocation factors which when ap- 
plied to the various costs of service permit ‘‘backing-into”’ 
a preconceived rate for Winter Service. 

Said Appendix B shows, concerning the allocation for 
existing pipeline system east of Station 21A: 


(a) Zone C sales of 145,000 Mcf/day and 59,886,784 
Mcef annually were arbitrarily included (discussed here- 
jnabove under this section. 


(b) Winter Service volumes of only 100,965 Mef/day 
and 6,057,900 Mecf/annual were included even though 
it is uncontroverted that all of the Winter Service gas 
(334,036 Mef/day and 20,042,100 Mcf/annual) under 
the segregation theory, whether deliverable from Oak- 
ford or Leidy Storage Fields, must make use of all or 


portions of the existing transmission system in Zone 
D. (While the Staff used 6,057,900 Mef for allocating 
costs of existing facilities, it credited such costs on 
the basis of 12,501,069 Mcf being injected into Leidy 
Storage (Exhibit 135, page 5)). 


[5686] 


(c) Even assuming that the 200,000 Mcf/day and 15,- 
000,000 Mcf/annual to come from Leidy Storage could 
be delivered to and from Leidy without use of existing 
pipeline facilities, then the 134,036 Mcf/day assumed 
to come from Oakford would require that amount of 
existing pipeline capacity east of Station 214A, as con- 
trasted to the 100,965 Mcf/day used by Texas Eastern. 


(d) The sum of the arbitrarily selected peak day 
volumes of 1,124,733 Mcf/day does not agree with the 
flow diagram, Exhibit 4 (Insert B), even assuming 
Station 214 is the proper dividing point. 
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Concerning Oakford Storage, Appendix C shows that: 


(a) While 99,982 Mcf/day was used in the allocation 
development as being applicable to ‘‘Other Use,’’ the 
filing at G-18841 shows 160,616 Mef dedicated to ‘‘Other 
Use.’”? It also shows that while 12,957,900 Mcf/annual 
is assigned to ‘“‘Other Use,’’ the filing at G-18841 
shows 15,170,409 Mef applicable to ‘‘Other Use’’ annu- 
ally. 


(b) Winter Service withdrawals from Oakford Storage 
of 134,036 Mef/day and 5,042,100 Mcf annually are 
included although there is no explanation as to how 
the peak day volumes would reach market without 


[5687] 


making use of the existing pipeline system (see Item 
(b) above) ; nor is there any explanation as to how the 
20,042,100 Mcf/annual market requirements of Winter 
Service would be met with a withdrawal of only 5,042,- 
100 Mef from Oakford, when only 9,868,000 Mcf are 
estimated to be withdrawn from Leidy Storage for 
Winter Service, other than Mr. Bufkin’s arbitrary 
assumption for allocation purposes that 15,000,000 
Mef/annual will be withdrawn from Leidy. 


(c) The total peak day withdrawal from Oakford Stor- 
age of 367,518 Mef differs substantially from the with- 
drawals shown on the flow diagram at CP 60-122 
(Exhibit G), and the total annual withdrawal of 30,- 
000,000 Mef does not agree with the withdrawals re- 
flected in Exhibit 1, of only 27,132,551 Mef. 


(2) Excessive Staff Credit For Transportation Of Gas 
To Storage In Zone D. 


The constructed ACQ rate for Zone D, which the Staff 
used as the cost of moving gas to Leidy Storage for Winter 
Service, included an element of demand and commodity 
costs which the Staff felt duplicated certain costs already 
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allocated by the Staff to Winter Service as part of the pipe- 
line cost east of Station 21A. The Staff therefore reduced 
its total Winter Service cost of service by applying a credit 
of $478,433, representing half of the allocated pipeline costs 
east of Station 214 and equivalent to 3.8¢ per Mcf moved 
through Zone D to Leidy Storage. 

The Columbia Intervenors demonstrated that such credit 
is excessive because it exceeds the duplication in charges. 
If the Staff’s premise that the constructed ACQ rate repre- 
sents the cost of moving gas to Leidy Storage is valid, that 
duplication must consist simply of the difference between 
the ACQ-C rate and the constructed ACQ-D rate, or 2.2¢ 
per Mcf. The Staff’s credit, equivalent to 3.8¢ per Mef 
accordingly understates the cost of Winter Service by $203,- 
409. This is in addition to the understatement of costs by 
$208,500 resulting from the Staff’s use of 6,057,900 Mef/ 
year for allocating the cost of existing facilities instead of 
the 12,501,069 Mcf/year which they assumed would be in- 
jected into Leidy (above) and which is the basis for the 
credit. 


(3) Excessive Interest Deductions. 


The Staff accepted Texas Eastern’s premise that Winter 
Service should get the entire benefit of the higher income 
tax deductions resulting from the issuance of higher 


[5689] 


cost debt securities neceseary to finance new construction 
for Winter Service. It thereby reduced the WS cost of 
service by an additional $540,000 (Pages 21-22 of Support- 
ing Memorandum). 

This treatment of interest deductions is wrong because 
Texas Eastern’s debt securities are issued on the strength 
of its general credit, secured by its entire integrated prop- 
erty, and the interest thereon is paid from its general earn- 
ings (Exhibit 140, Pages 18-19). Moreover, as indicated 
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above, under Heading I, Winter Service could only be 
rendered by integrated operations of storage and pipeline 
capacity, and it will be impossible in a rate case to isolate 
and segregate the proposed facilities herein as being used 
exclusively for Winter Service. This additional example of 
understating Winter Service costs also compounds the un- 
fairness to other Texas Hastern classes of service of basing 
the WS rate on a 6 per cent rate of return, while effective 
rates for existing classes of service are set at 6.75 per cent. 

These errors understate the unit cost of Winter Service 
(on the segregation basis) by more than 5¢ per Mef. This 
understatement is in addition to the deficiency of approx- 
imately $389,000 in revenues at the approved rate as com- 
pared with the Staff’s cost of service, which amounts to 
approximately 1.5¢ per Mef (Exhibit 135). We have set 
forth 

[5690] 


these significant errors on the record, in our Brief to the 
Examiner (Pages 17-27), in our Exceptions (Page 20), and 
in our Supporting Memorandum (Pages 15-22). However, 
neither the Examiner nor the Commission has paid any 
attention to them. 


B. The Lack Of Findings Is In Violation Of Law. 


The Columbia Companies submit that the Commission’s 
Order fails to comply with Section 8(b) of the Administra- 
tive Procedure Act and its own Rule 1.30(g) sinee it failed 
to make findings with respect to the foregoing issues raised 
by the Columbia Intervenors. Section 8(b) provides: 


“The record shall show the ruling upon each such 
finding, conclusion, or exception presented (by any of 
the parties). All decisions (including initial, recom- 
mended, or tentative decisions) shall become a part of 
the record and include a statement of (1) findings and 
conclusions, as well as the reasons or basis therefor, 
upon all the material issues of fact, law, or discretion 
presented on the record; and (2) the appropriate rule, 
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order, sanction, relief, or denial thereof.’? (Emphasis 
added) 


In interpreting Section 8(b) of the Administrative Pro- 
cedure Act, the Circuit Court of Appeals for the District 
of Columbia stated in The Radio Station KFH Co. v Fed- 
eral Communications Commission, (D.C. Cir., 1957) 247 
F 2d 570, 572: 

[5691] 


“Though a specific ruling on each minor exception 
is not indispensable, the parties and the court should 
not be left to guess, with respect to any material issue, 
or to any group of minor matters that may have cum- 
ulative significance, which of several alternatives the 
Commission has in mind. It should make the basis of 
its action reasonably clear.”’ 


The Commission’s failure to deal with these exceptions 
and its approval of the equally unsupported Examiner’s 
Decision also violates Section 10(e) of the Administrative 
Procedure Act in that it is ‘‘arbitrary, capricious, and an 
abuse of discretion”? and ‘‘not in accordance with law.’’ 
The law is clear that a Commission’s determination must be 
based upon evidence of record. 


“<The ‘expertise’ of a Commission usefully serves it 
in evaluating the evidence, but that expertise cannot 
supply evidence and cannot, without findings upon the 
critical issues before it, guide a Commission to a ra- 
tional and lawful decision.” (Capital Transit Co. v. 
Public Utility Commission, 213 F. 2d 176, 187, concur- 
ring Opinion of Chief Judge Stevens) 


It is equally clear that the Commission must spell out the 
basis for its conclusion, as contained in the record. 


‘s . an administrative order must contain express 
findings of the basic facts upon which the expressed 
ultimate fact must be supported.” (Public Utility Com- 
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mission of Connecticut v. Federal Power Commission, 
205 F2d 116, 119, C. A. 3) 


As pointed out in our Brief to the Examiner, Texas 
Eastern’s cost presentation, which the Staff witness 
adopted 

[5692] 


without independent study or explanation, is based upon 
premises ‘‘assumed”’ by its witnesses but not substantiated 
in the record. Such ‘‘evidence’’ falls far short of reliable 
expert testimony because it is not based on facts or reason- 
ing of record. (See Prettyman, Trial by Agency, pages 21- 
33; published by the Virginia Law Review Association, 
1959). For the Commission to adopt the Examiner’s con- 
clusion under such circumstances is accordingly arbitrary 
and capricious. 


TOL Tue Dentat or tHE Motion To REOPEN AND CoNSOLIDATE 
Is Conrrary To THE Pusric INTEREST 


The Commission disposed of the objections of the Colum- 
bia Intervenors’ Exceptions and Motion to Reopen and 
Consolidate as follows: 


‘The operating characteristics of this storage serv- 
ice, its limited deliverability periods and its firm annual 
supply requirements from off-peak pipeline capacity, 
make it almost the converse of firm daily service under 
Texas Eastern’s DCQ, GS and SGS rate schedules. 
The substantial and credible evidence herein which the 
Columbia Companies have failed to rebut is that new 
firm service such as that applied for in Docket No. 
CP60-122 cannot be supplied from storage.’’ (Fourth 
paragraph) 


As demonstrated above, the ‘‘substantial and credible 
evidence herein’? does not support the Commission’s con- 
clusion as to the ‘‘operating characteristics’’ of either the 
“storage service,’’ or of the alleged ‘‘off-peak’’ pipeline 
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capacity. Texas Eastern, not Joint Petitioners, has the 
burden to establish that its rate is consistent with the 


[5693] 


assumed operations upon which it is based (particularly 
where the Commission has approved the rate on a “just 
and reasonable”’ basis). Its ‘‘evidence,’’ consisting solely 
of unsupported and often evasive generalizations, often 
contradicted by its own exhibits, fails to meet that burden, 
and the Commission’s conclusory findings do not fill the 
evidentiary gap. Capital Transit, supra. 

Furthermore, our position in the Motion to Reopen and 
Consolidate was not merely that the CP60-122 service could 
‘be supplied from storage,’’ but that it could be supplied 
from the totality of Texas Hastern’s existing spare capacity 
(page 9). 

The Commission and the Presiding Examiner both found 
that there is a substantial amount of existing spare storage 
capacity and ‘‘off-peak’”’ flow capacity. Certainly, a bal- 
ancing of spare storage capacity with substantial off-peak 
capacity would make possible high load factor sales such 
as those proposed in Docket No. CP60-122. Texas Hast- 
ern’s Witness Jennings conceded this (T. 566). Accord- 
ingly, the Commission should not certificate the proposal 
at either proceeding until it has determined the nature and 
extent of Texas Hastern’s existing spare capacity, what 
portion of the sales proposed in each of the proceedings 
could be rendered through such existing spare capacity, and 
whether the public interest 


[5694] 


would be better served by having the Winter Service sales 
rather than the Docket No. CP 60-122 sales rendered 
through such existing spare capacity. 

These questions as to the nature, extent, and optimum 
use of Texas Eastern’s spare capacity can only be answered 
in a concurrent hearing. For the Commission to limit itself 
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to the evidence in the Winter Service proceedings in disre- 
gard to our Motion for Permission to adduce new material 
evidence is akin to putting on procedural blinders and im- 
properly limits the Commission’s vision as to the broad 
public interest, ef. Michigan Consolidated Gas Company v. 
F.P.C., (C.A.D.C.) — F 2d — Case No. 14975 (Memoran- 
dum Denying Rehearing Filed July 11, 1960) ; City of Pitts- 
burgh v. F.P.C., (C.A.D.C.), 237 F 2d 741, 751 (Note 28). 
‘As stated in Midwestern Gas Transmission Co. v. Federal 
Power Commission, (D.C. Cir., 1958) 258 F 2d 660, 668, 
“The Commission should not adopt procedures that fore- 
close full inquiry into broad public interest questions either 
patent or latent.”’ 

It has long been recognized that where mutually exclu- 
sive applications are filed with a regulatory agency, a com- 
parative hearing is necessary to determine which would 
better serve the public interest, Ashbacker Radio Corp. v. 
Federal Communications Commission, (1945) 326 U.S. 327; 
Midwestern Gas Transmission Co. v. Federal Power Com- 
mission, supra. Certainly where a regulated pipeline com- 
pany files an application proposing a particular use of its 
existing 
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spare capacity and then files another to be effective con- 
currently with the first and which might reasonbly make 
a mutually exclusive use of such spare capacity, a compara- 
tive hearing would appear to be required. The Commission 
should not foreclose an inquiry into facts relevant to this 
issue, cf. Clarksburg Publishing Co. v. Federal Commumica- 
tions Commission, (D. C. Cir., 1955) 225 F2d 511, 516. 
A fortiorari, where it does foreclose such an inquiry, it can 
hardly then logically conclude, as it did in the subject 
order, that the record is sufficiently ‘‘precise and complete’’ 
to support a just and reasonable rate determination. 
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IV. Consrruction ‘or tHE Proposep Facuities Is Not 
Requmep By THE Pusiic CoNVENIENCE AND NECESSITY 


’ “We have shown above the marginal nature of the WS 
market, its extreme sensitivity to price, the absence of 
any evidence as to the market demands for Winter Service 
at the approved rate, and the concrete evidence demon- 
strating that with any material increase in rate the Winter 
Service market would be substantially reduced or the serv- 
ice made uneconomic for WS customers. In view of this 
interrelationship of the WS rate with the size of the 
market, with the amount of facilities needed, and with the 
resulting unit cost of the service, a thorough analysis of all 


[5696] 


factors affecting the WS rate is particularly required 
(CATCO, supra) ; but, as shown above, the rate determina- 
tion herein, based largely on unsupported conclusions and 
on the disregard of valid issues raised, does not meet that 
requirement. The record herein accordingly will not sup- 
port a finding that the approved WS rate is in the public 
interest. 

We have also shown above the material interrelationship 
with the WS application of Texas Hastern’s application 
at CP60-122 to render service to existing classes of service. 
Such interrelationship clearly requires a concurrent hearing 
of both applications in order to see which of the two serv- 
ices would provide the optimum benefit to all classes of 
service by utilization of Texas Hastern’s existing spare 
capacity (consisting of the combination of both storage 
and pipeline capacity). City of Pittsburgh v. Federal 
Power Commission (C.A.D.C.) 237 F2d 741 clearly supports 
this position, both procedurally as to the Motion to Reopen 
and substantively as to the public interest of requiring that 
the Commission not close its eyes to the impact of future 
expansion in determining the present and future public 
convenience and necessity. Accordingly, as a minimum, 
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reopening the record and consolidating the WS proceeding 
with the CP60-122 certificate application is an essential 
step in determining the present and future public conven- 
ience and necessity of Winter Service. 


V. Tue WS Rare Unvury Discrrminates Acarnst Jomnt 
PerrrioneRS AND THE Manner or Its DETERMINATION 
Derrives THEM or Dur Process. 


A. Since the subject order denies us the right to prove 
that all or a material portion of the CP60-122 applied-for 
service could be rendered from existing capacity, if such 
capacity is not diverted to Winter Service, our allegations 
to that effect in our Motion to Reopen must be deemed to 
be true. City of Pittsburgh, supra. It accordingly fol- 
lows as a matter of law that the preemption of existing 
spare total capacity for Winter Service reduces the opti- 
mum benefit to all existing classes of service by approxi- 
mately $1,200,000. (Appendix C) Since Texas Eastern’s 


sales to Joint Petitioners represent almost 20 per cent of 

its total sales, this item alone represents almost $250,000 

per year of a saving to Joint Petitioners and their ultimate 

consumers, of which they are being arbitrarily deprived 

by the preemption of spare capacity for Winter Service. 
B. Texas Eastern’s DCQ and GS rates are 
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set at the same level within each zone and such rates have 
in the past reflected the costs of substantial use of Oakford 
Storage (hereinabove). Inasmuch as the unit costs of 
service of Oakford Storage are substantially less than of 
pipeline flow capacity (Exhibit 140, 141 pages 9-10), the 
substantial diversion of Oakford Storage from existing 
classes of service (of approximately $2,900,000) * to Winter 
Service constitutes an additional discrimination against 
Joint Petitioners of approximately $580,000. Such di- 
version is clearly contrary to sound ratemaking principles, 
unduly discriminatory to existing classes of service, and 
contrary to Commission precedent and law. Battle Creek 
and Transcontinental, supra. Texas Eastern has used the 
segregation of additional facilities as an excuse for its 
arbitrary diversion of Oakford Storage from existing 
classes of service and its diversion to Winter Service of 
costs related to off-peak capacity west of Station 21-A. 
Since the unit cost of the proposed additional facilities, 
based on Texas Eastern’s estimated withdrawals, is $1.17 
at 6 per cent rate of return (Exhibit 145, Exhibit 140, 
pages 32-3) and since 
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the over-all approved WS rate is only 74.6 cents per Mef, 
it is clear that the WS rate will recover only a fraction 
of the properly allocable costs of existing facilities. 


* Computed as follows: 

(1) Reduction of peak volumes from Oakford for “Other Use” 
(160,616 — 99,982) 60,634 Mef 

(2) Difference per Mef in Transmission Costs vs. Oakford Storage 
Costs ($64.30 — $9.04) $55.26 

(3) Therefore “Other Use” must bear transmission costs 
in lieu of Storage of (1x 2) $3,351,000 

(4) Less fixed transmission costs (5,042,100 Mcf included 
in ACQ type rate x 8.7¢) 439,000 


(5) Net effect on existing classes of service of diverting 
Oakford Storage $2,912,000 
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This will not only be unduly discriminatory to Joint 
Petitioners (cf. Western Union Telegraph Company v. 
McCall, supra) but will also require Joint Petitioners to 
subsidize the Winter Service, all in violation of Section 
4 of the Act. Failure to admit that subsidization exists 
and the attempt to disguise it by basing the rate determina- 
tion on unsupportable premises does not prevent such sub- 
sidization, nor does it meet the requirements of the Admin- 
istrative Procedure Act. 


ConcLusion 


As the foregoing amply demonstrates, the WS rate ap- 
proved by the Commission will not recover the costs 
allocable to Winter Service on a fair and reasonable basis. 
The principle reason for this is that costs have not been 
allocated to it on the basis of a system-wide allocation, 
which Joint Petitioners submit is the only fair and reason- 
able allocation method for an integrated system such as 
Texas Eastern’s. In addition, however, even assuming 
the fairness and reasonableness of determining Winter 
Service costs on the basis of segregation of facilities and 
diversion of low-cost facilities, the arbitrary allocation 
volumes and premises and the excessive income tax deduc- 
tion for interest used in the approved allocation prevent 
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such allocation from being fair and reasonable. 

The Joint Petitioners accordingly submit that the rate 
approved is unduly discriminatory to them in violation 
of Section 4(b) of the Act and requires them to subsidize 
Winter Service. They also submit that the Commission’s 
Order authorizes a service not shown to be required by the 
public convenience and necessity and deprives them of due 
process of law by failing to contain findings on many of 
their exceptions on material issues herein and by denying 
them the opportunity to present evidence on the issue of 
the interrelationship between and mutually exclusive nature 
of the Winter Service and the CP 60-122 applications. 
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Wuezerore, Joint Petitioners respectfully request that 
the Commission rehear, reconsider, and vacate its Order 
of September 1, 1960, grant Joint Petitioners’ Motion to 
Reopen these proceedings and consolidate them with the 
proceedings at Docket No. CP 60-122 and grant such other 
and further relief as the Commission deems necessary or 
appropriate. 

Respectfully submitted, 


/s/ Wruutam C. Hast, 
Wim C. Harr, 
Frepericx H. Cuakx, 
120 East 41st Street, 
New York 17, New York. 


Attorneys for 
Tae Onto Fue, Gas Company AND 
Tre ManvuracTurers Licht AND 
Heat Company. 


Of Counsel: 
W. F. Lamp, 


99 North Front Street, 
Columbus 15, Ohio. 


Wrium ANDERSON, 
800 Union Trust Bldg., 
Pittsburgh 19, Pa. 
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Stare or New Yor, 
County of New York. ss: 


Wuutam C. Hazr, being first duly sworn, deposes and 
says that he is the duly authorized attorney for The Mann- 
facturers Light and Heat Company and for The Ohio Fuel 
Gas Company herein; that he has read the foregoing docu- 
ment; and that the facts stated therein are true to the best 
of his knowledge and belief. 

/3/ Wri C. Hart, 
Wauiuum C. Harr. 


Sworn to before me and subscribed in my presence this 
27th day of September, 1960. 


/s/ Freverick H. Cuakx, 
Frepertck H. Cuark. 


Notary Public, State of New York, 


No. 41-5706201, Qualified in Queens Co. 


Commission expires March 30, 1962. 
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Appenpx A 


Texas Eastegn TRANSMISSION CORPORATION 
Docket G-18969 et al. 
Winter Service Rate Based on Incremental Cost of Additional Facilities Plus Rolled-In Cost Applicable To Gas Delivered Through Existing General System (Battle Creek Case) 
qd) (2) (3) (4) (5) (6) @”) 
Mcf Volumes 
; at 15.025 peia Cost 
No. Reference Peak Annual Demand Commodity Average 


Cost of New Facilities and of Gas Deliverable Therefrom 


phd steed 
Leidy Stor Exh. 11 p. 8 col. (I ry $ 936,200 $ 989,200 


Additional iliti Exh. 11 p. 8 col. ) 2,326,050 2,446,550 
3,262,250 3,435,750 


Cost of Gas and Transportation to New Facilities 
‘clumes to be Delivered from New Leidy Sto: 
Value to be Bevre fom New Leidy Storage Fie 


10 Total Cost of Gas to be Delivered from New Leidy Storage Field 3,262,250 8,970,750 


- 5,535,000 


12 

u Demand (Line : 

15 Commodity (Line 12 Col. 4 x 26¢) sae : 7,334,450 310,946 
16 Total Cost Applicable to Gas Delivered Through Existing System 


17 Total Winter Service Volumes and Cost Applicable Thereto 20,042,100 $10,596,700 $10,281,696 
———s 
ae Rates Applicable to Winter Service 
Mathematical—Based on Maximum Daily Quantity ; 51.3¢ 
Adjusted to Reflect: 


3 Ba 


© $5.54 if based on 2/3 of MDQ. 
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Aprenprx B 


Texas EastERn TRANSMISSION CORPORATION 
Docket G-18969 et al. 
Statement Showing That the Development of Allocation Percentage Used by Texas Eastern and FPC Staff are not Founded 
Upon the Evidence 


. (1) (2) (3) (4) 
Line 


No. Demand Allocation Development Per Exh. 11 P. 6 Col. B&C What Evidence Shows 

1 Peak Day Winter Service 

2 Volumes Percent to Total 

3 Existing Pipeline System East of Station 214 Wo support for gee of Station 21.A ea boundary 
line for hypothetical zone. 


Zone C sales make no use of facilities east of 
(Zone D). 


Storage 
Storage Service X-28 . 
Winter Service All WS gas whether from Oakford or Leidy 
Fields must make use of existing 
inder _ segregation theory 


Total Existing Pipeline System 
proper dividi 


1,348,241 M 
and withdrawn 


ing at G-18841 shows 160,616 Mcf dedicated 
Use” (Stmt. 1K-3). 
given as to how this volume 


* Converted to 15.025 peia- 
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Texas EASTERN TRANSMISSION CORPORATION 
Docket G-18969 et al. 


Statement Showing That the Development of Allocation Percentages Used by Texas Eastern and FPC Staff are not Founded 
Upon the Evidence 


(1) (2) (3) (4) 
What Evidence Shows 


Line 
No. Commodity Allocation Development Per Exh. 11 P. 6 Col. D&E 
1 Annual Winter Service 


2 
3 Existing Pipeline System East of Station 21A 


Volumes Percent to Total 
Neer rt for use of Station 21A as boundary 


‘or hypothetical zone. 


Zone C sales make no use of facilities east of 
Storage (Zone D). 
Contractual Commitment is 12,000,000 Mef. 


Storage 
facilities. Under 
20,042,100 Mef should be reflected. 


(Reference Exh. 82 P. 10) 
Winter Service Exhibit 8 P. 3 and Tr. 519 show that only 
——_ 9,868,000 Mef (10,138,000 less fuel of 
270,000 Mcf) will be withdrawn from Leidy. 


Total Leidy Storage 
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APPENDIX © 


Texas EASTERN TRANSMISSION CORPORATION 


Net Benefit to Existing Classes of Service from Using Existing Facilities for 
CP60-122 Expansion Rather Than for Winter Service 


A) Additional Revenues due to CP60-122 Sales* 


1. Total Jurisdictional Revenues from Existing 
Rate Schedules? per Page 10, Exhibit N.... 
2. Additional Revenue due to First Supplement 


Total Proposed Revenues 

3. Less: Total Firm Jurisdictional Revenues 
Prior to Additional Sales Under CP60-122 
(Docket G-18969 Exhibit 9, Page 10) 


4. Additional Revenues due to CP60-122 Sales 


B) Revenue From Winter Service (WS) Sales 
Which Can Be Rendered Through Existing 
Storage and Pipeline Facilities 
1. Volume of WS Sales per Docket G-18969 

Exhibit 11, Page 6, Line 10 
2. Average enue per Mcf at WS Rate 


Adopted yee 


3. Possible 


C) Additional Gross Revenue Which Could Be 
Generated Through Existing Facilities Under 
Firm Rate Schedules vs. WS Rate 


1. Less: Incremental Cost of Additional Mef 
Required at CP60-122 


D) Net Benefit to Existing Classes of Service of 
Using Existing Facilities for CP60-122 Sales 
Instead of for WS Sales 


Revenue 


$253 ,025 ,371 
155 ,497 
$253, 180,868 


246 , 180, 450 
$7,000, 418 


5,042,100 Mef 


74.6¢ 
$3,761,407 


$3,239,011 


2,048 , 722 


$1,190,289 


1 Reflected in summary form since annual sales as reflected in the First Supple- 
ment to the CP60-122 Application are not available by Customers. 


2 Rate Schedules DCQ, GS, SGS, and ACQ. 
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Unrrep States oF AMERICA 


FerperaL Power ComMIssION 


Before Commissioners: Jerome K. Kuykendall, Chair- 
man; Arthur Kline and Paul A. Sweeney 


Docket Nos. G-18968 & G-18969, G-18970, G-19181, G-18961 


Texas EasTeRN TRANSMISSION CORPORATION, ALGONQUIN 
Gas Transmission Company, TRANSCONTINENTAL Gas 
Pree Live Corporation, New York Srate Natura Gas 
Corroration, Texas HasTern TRANSMISSION CorPORATION, 
TRANSCONTINENTAL Gas Pree Line Corporation 


Orpver Denyinc PETITION FOR ReHEaRING AND MorTIoN 
FOR STAY 


(Issued October 28, 1960) 


The Columbia Companies (Ohio Fuel Gas Company and 
Manufacturers Light and Heat Company) filed on Septem- 
ber 14, 1960, a motion for stay and on September 29, 1960, 
a petition for rehearing of the Commission’s order issued 
herein on September 1, 1960, which granted permanent 
certificates for Texas Eastern’s Winter Service, and denied 
the Columbia Companies’ motion to reopen this proceeding 
and consolidate it with Docket No. CP60-122. The peti- 
tion for rehearing restates a large number of the mis- 
cellaneous arguments previously advanced by the Columbia 
Companies and renews their motion to reopen and consolli- 
date. 

We have again reviewed in detail the assertions made 
and conclusions drawn by the Columbia Companies and 
4nd them to be without merit. They either misinterpret 
or are in conflict with the facts of record, or are purely 
argumentative, and they do not raise material issues or 
require specific findings. Nor is there any merit what- 
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soever in the Columbia Companies’ claim, in support of 
their motion to stay, that they will suffer irreparable in- 
jury from the construction of the facilities necessary for 
the full utilization of Texas Eastern’s already certifi- 
cated storage fields. 

The Columbia Companies’ petition and motion fail to 
demonstrate any undue preference or prejudice which 
would warrant either rehearing or staying our order of 
September 1, 1960, herein, or granting the motion to reopen 
and consolidate. 
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The Commission finds: 


The petition of the Columbia Companies for rehearing 
filed September 29, 1960, in this proceeding sets forth 
no new facts or legal considerations which were not fully 
considered by the Commission prior to the issuance herein 
of our order of September 1, 1960, or which having now 
been considered warrant any change in, modification of, 
or rehearing with respect to such order. Nor is there any 


justification for staying said order or granting the Colum- 
bia Companies’ motion to reopen and consolidate. 


The Commission orders: 


The petition for rehearing, motion for stay, and motion 
to reopen and consolidate, filed herein by the Columbia 
Companies are denied. 


By the Commission. 


JoserH H. GutTre, 
Secretary. 
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IN THE | 


Rnited States Court of Appeals 
For THE 
District oF CoLUMBIA CIRCUIT 


No. 16,112 


THE OHIO FUEL GAS COMPANY, and THE MAN- 
UFACTURERS LIGHT AND HEAT COMPANY, 


Petitioners, 
vs. 


FEDERAL POWER COMMISSION, 


Respondent, 
and 


TEXAS EASTERN TRANSMISSION 
CORPORATION, et al., 


Intervenors. 


On Petition To REVIEW AN ORDER OF THE FEDERAL 
Power COMMISSION 


eee Sa 


BRIEF FOR PETITIONERS 
—— SS _________ 


Wititam. C. Hart Ricuarp A. Rosan 

1625 Eye Street, N. W. FREDERICK H. CLARK 

Washington 6, D. C. 120 East Forty-first Street 
New York 17, New York 


W. F. Larrp WILLIAM ANDERSON 

99. North Front Street Post Office Box’ 1196 

Columbus 15, Ohio Pittsburgh 30, Pennsylvania 
Attorneys for Petitions States Court of Appeals 


“Dated: April 10, 1961 | District Phe Circuit 


Soph Meare 


No. 16,112 


STATEMENT OF QUESTIONS PRESENTED 


The question presented is whether the Federal Power 
Commission’s authorization of the construction of extensive 
facilities for rendering a new, long-term service, and the 
authorization of such new service at a rate found to be just 
and reasonable and not unduly preferential under Section 4 
of the Natural Gas Act, is arbitrary and unlawful when: 


I 


The economic justification for the new service is made 
possible only by segregating and dedicating to the new 
service for cost purposes specific low-cost facilities, which 
segregation is incompatible with the integrated operations 
of supplier’s system and the Commission’s precedents under 
similar circumstances. 


II 


The Commission makes no findings concerning substan- 


tial inconsistencies and understatements of the costs as- 
signed to the new service raised by competent evidence of 
Petitioners. 

III 


The rate determination under the standards of Section 
4 of the Natural Gas Act is made without reference to the 
supplier’s system-wide costs or allocation thereof among 
the supplier’s rate zones and without evidence or factual 
support for the finding that the difference between the rate 
determined for the new service and rates to existing classes 
of service is justified by differences in the operating 
characteristics thereof. 

IV 


Evidence is excluded concerning a concurrently effec- 
tive and interrelated expansion program of the supplier, 
directly bearing on the question of the optimum use of the 
supplier’s spare capacity as between existing clauses of 
service and the special service here authorized. 


JURISDICTIONAL STATEMENT 


STATEMENT OF THE CASE 


_ Texas Eastern, Its Existing System And 


. Petitioners 

_ Texas Eastern’s Winter Service Proposal 
. The Winter Service Market 

. The Staff Rate Proposal 

. Petitioners’ Position 

. The Examiner’s Decision 

. Petitioners’ Motion To Reopen 


. The Commission’s Order 
STATUTES AND REGULATIONS INVOLVED 
STATEMENT OF POINTS 
SUMMARY OF ARGUMENT 


ARGUMENT 


I. The Record Does Not Support The Finding 
That The Service Characteristics Of Winter 
Service Justify Determination Of The WS 
Rate On The Basis Of Segregated Costs Of 
Existing Storage And Alleged Off-Peak Pipe- 
line Facilities 


A. Winter Service Is Not Made Possible By 
Storage And Off-Peak Pipeline Facilities 


1. Integrated Nature Of Texas East- 
ern’s Operations 


2. Existing Storage Capacity 
3. Off-Peak Pipeline Capacity 


il 
PAGE 


B. The Service Characteristics Of Storage 
And Off-Peak Pipeline Facilities Do Not 
Justify Their Segregation And Preemp- 
tion For Winter Service 


II. The Commission’s Failure To Make Any Find- 
ings Concerning Petitioners’ Contentions That 
Certain Other Costs Assigned To Winter 
Service And The Rate Based Thereon Are 
Understated, Is Arbitrary And Unlawful .... 


A. Inconsistent Allocation Premises 


B. Excessive Staff Credit For Transporta- 
tion Of Gas To Leidy Storage 


C. Excessive Interest Deductions For Tax 
Purposes 


D. Lack Of Findings 
. The Record Is Not Sufficiently Precise Or Com- 
plete To Support Approval Of The WS Rate 


As “Just And Reasonable” Within The Mean- 
ing Of Section 4 Of The Act. .............. 


A. Significance Of Section 4 Rate Determi- 
nation 


B. The Record 
a) Texas Eastern Evidence 
b) Staff Evidence 


c) Petitioners’ Evidence 


C. The Commission’s Determination 


IV. The Commission’s Refusal To Reopen Proceed- 
ings Herein For Concurrent Hearings With 
The CP 60-122 Application Is Arbitrary, Un- 
reasonable, And Against The Public Interest. . 


A. Materiality And Relevance 


B. Arbitrariness And Unlawfulness Of 
Commission Refusal 


1) Unresponsiveness To Issue And 
Lack of Support 


2) Contrary To Public Interest 
CoNCLUSION 


APPENDIX OF STATUTES AND REGULATIONS 
Natural Gas Act of 1938 as amended 
Regulations under the Natural Gas Act 
Administrative Procedure Act 


TABLE OF CASES 


Court DECISIONS: 
American Airlines, Inc. v. C. A. B., (1951) 192 
F 2d 417, 89 App. D. C. 365 
Ashbacker Radio Corp. v. F. C. C., (1945) 326 


Atlantic Refining Co. v. Public Service Commission, 
(1959) 360 U. S. 378 


The Battle Creek Gas Company v. F. P. C., ae 
281 F 2d 42, App. D.C. 


Capital Transit Co. v. Public Utility Commission, 
(1953) 213 F 2d 176, 93 App. D. C. 194... .32, 38, 44 
City of Pittsburgh v. F. P. C., (1956) 237 F 24 741, 
99 App. D. C. 113 19 44, 45 


iv 
PAGE 

Clarksburg Publishing Co. v. F. C. C., (1955) 225 

F 2d 511, 96 App. D.C. 211 
Colorado Interstate Gas Company v. F. P. C., 

(1945) 324 U. 5. 581 38 
Michigan Consolidated Gas Company v. FP. Cy 

(1960) 283 F 2d 204, App. D. C. 
Midwestern Gas Transmission Co. v. F. P. C., 


(1958) 258 F 2d 660, 130 App. D. C. ..----+- 44,45 
Morgan v. United States, (1937) 304 U.S.1.... 39 


Public Utility Commission of Connecticut v. F. P. G:; 
(3rd Cir., 1953) 205 F 2d 116 


The Radio Station KFH Co. v. F. C. C., (1957) 
247 F 2d 570, 101 App. D. C. 164 


Western Union Telegraph Company v. Call Pub. 
Co., (1901) 181 U. S. 92 


FEDERAL PowER COMMISSION CASES: 


Re East Tennessce Natural Gas Company, Neve 
13 FPC 549 25, 26, 34, 39 


Re El Paso Natural Gas Company, (1959) 22 FP 
260 26 


? 


Re Mississippi River Fuel Corporation, (1945) 4 
FPC 340 


Re United Gas Pipe Line Company, (1954) 13 FPC 
398 


STATUTES: 


Natural Gas Act of 1938 
Section 4 ....2, 6, 14, 16, 17, 18, 32, 33, 4, 35, 38, 39 
Section 7 2, 8, 17, 18, 26, 39, 45 
Section 19 


Administrative Procedure Act of 1946 
Section 7(c) 
Section 8(b) 
Section 10(e) 


MISCELLANEOUS: 


Regulations Under The Natural Gas Act 
Section 154.63(b) (3) 
Statements I and J 


Section 157.14(a) (18) (ii) 


Prettyman, Trial By Agency (1959), published by 
the Virginia Law Review Association 


IN THE 


Ynited States Court of Appeals 


For THE 


District oF COLUMBIA CIRCUIT 


No. 16,112 


Tur Onto Furr Gas Company, and THE MANUFAC- 
TURERS LIGHT AND Heat CoMPANY, 


Petitioners, 
US. 


FEDERAL Power CoMMISSION, 
Respondent, 
and 


Texas EASTERN TRANSMISSION CORPORATION, ¢t al., 
Intervenors. 


_ 


Own Petition to REVIEW AN ORDER OF THE FEDERAL 
PowER COMMISSION 


BRIEF FOR PETITIONERS 


JURISDICTIONAL STATEMENT 


The jurisdiction of this Court is invoked under Section 
19(b) of the Natural Gas Act, 52 Stat. 824 (1938); 15 
USCA 717 r(b) (“the Act”), to set aside an order of the 
Federal Power Commission (“Commission”) issued Sep- 


2 


temper 1, 1960 (R. 5502, et seq.) under Sections 7 and 4 of 
the Act. The order granted an application of Texas Eastern 
Transmission Corporation (“Texas Eastern”), for a Cer- 
tificate of Public Convenience and Necessity to construct 
certain natural gas facilities and to render a special natural 
gas service at a rate said to meet the standards of Section 4 
of the Act. 

The Ohio Fuel Gas Company (“Ohio Fuel”) and The 
Manufacturers Light and Heat Company (“Manufactur- 
ers”), collectively referred to hereinafter as Petitioners, 
were and are customers of Texas Eastern and their peti- 
tions to intervene in these proceedings were granted by 
order issued by the Commission on April 25, 1960 (R. 
5062). They were active participants at hearings herein 
which lasted from May 2, 1960 to June 10, 1960. They 
filed timely petitions for rehearing of the instant order, 
which petitions the Commission denied by order of October 


28, 1960 (R. 5712-3). They filed their Joint Petition for 
Review in this Court on December 22, 1960. 


STATEMENT OF THE CASE 
1. Texas Eastern, Its Existing System And Its Rates 


(A) Texas Eastern 


Texas Eastern is a natural gas company engaged 
primarily in the sale of natural gas subject to the jurisdic- 
tion of the Commission. It operates one of the Nation’s 
major interstate pipelines which extends from the inter- 
national border between Texas and Mexico to Staten Island, 
New York. Its affiliate, Algonquin Gas Transmission Com- 
pany (“Algonquin”), which buys all of its natural gas supply 
from Texas Eastern, operates a pipeline which extends 
from Texas Eastern’s line in New Jersey to Boston, Massa- 
chusetts, and renders natural gas service to the New England 
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market. Both Texas Eastern and Algonquin are presently 
engaged in intensive competition with other pipeline com- 
panies in the market area of eastern Pennsylvania, New 
Jersey, New York and New England. 


(B) Texas Eastern’s Existing System 


Texas Eastern’s pipeline system is operated on a unified 
and integrated basis. It consists of two principal pipelines, 
the 24-inch “Big Inch” line, originating in Texas and ex- 
tending through Indiana to New York City, and the 30- 
inch Kosciusko line, originally originating in Mississippi, 
but since interconnected with the 24-inch line in Texas, 
and running roughly parallel to the Big-Inch line in a north- 
easterly direction to western Pennsylvania. At a point near 
Connellsville, Pennsylvania (the situs of Texas Eastern’s 
Compressor Station 21A), the Kosciusko line crosses the 
Big-Inch line and proceeds north eastward some 30 miles 
from there to the vicinity of Texas Eastern’s Oakford Stor- 
age (R. 3210). 

Texas Eastern’s Oakford Storage consists of a one-half 
interest in the Oakford Storage Field which is located in 
western Pennsylvania,* approximately 1,000 miles from 
the beginning of Texas Eastern’s system, and some 300 
miles from the New York, New Jersey area (R. 3210). 
Oakford was activated in 1952 and has since then been 
used for service to existing classes of service. It, together 
with the proposed Leidy Storage, is an integral part of 
Texas Eastern’s unified operation, serving as the balance 
wheel for meeting coincident peak-day requirements of all 
customers’ contract demands (R. 514). The Kosciusko 


*An underground natural gas storage field is a natural formation 
below the ground, usually a depleted natural gas reservoir, into which 
natural gas can be injected and stored for later withdrawal. 
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line can either feed gas into Oakford or by-pass it by feed- 
ing directly into a 24 inch pipeline (the Penn-Jersey line), 
which proceeds easterly from Oakford to merge with Texas 
Eastern’s Big-Inch line near Linden, New Jersey. 

Texas Eastern also owns a quarter interest in the Leidy- 
Tamarack underground storage fields (“Leidy Storage”), 
located some 130 miles east and slightly north of its Oak- 
ford Storage in Pennsylvania. Said interest had not been 
activated prior to this proceeding. 

Texas Eastern did not introduce a map or flow diagram 
of its total system, but the map contained in its filed tariff 
and reproduced on the opposite page provides a general pic- 
ture of the above-described system, and it also shows the 
zone boundary lines referred to below on said system. 


(C) Texas Eastern’s Rates 


Most of Texas Eastern’s jurisdictional sales of natural 


gas are made under three basic types of rate schedules : 


(i) The DCQ (Daily Contract Quantity) Rate 
Schedule is available only to customers with load fac- 
tors* of at least 75%. Such customers are subject to 2 
minimum monthly demand charge (the product of the de- 
mand rate and the customers’ DCQ) and to an annual 
and monthly minimum bill under “which they must 
take or pay for,” at the filed commodity rate, volumes 
of gas equivalent to DCQ at a 75% load factor (R. 
3242-3). 


*The term load factor as used herein refers to the ratio of a cus- 
tomer’s average daily purchases over a 12 months period to his maxi- 
mum daily entitlement (MDQ). Thus, if a customer has an MDQ of 
1,000 Mcf/day and his average daily purchases have been 500 
Mcf/day, his load factor is 50%. It is an important index of the 
efficiency with which a particular customer makes use of the capacity 
made available to him by his suppliers. The load factor of the Winter 
3058)" at maximum utilization would be approximately 16% (R. 
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(ii) The GS (General Service) Rate Schedule is 
available to customers purchasing at a load factor not 
in excess of 74%. There is no minimum bill other than 
the monthly demand charge. The demand and com- 
modity rate levels are the same as those under the DCQ 
Rate Schedule (R. 3247-8). 


(iii) The SGS (Small General Service) Rate Sched- 
ule is available to anyone purchasing less than 5,000 
Mcf/day. The rate is a flat rate per Mcf taken. It is 
equivalent to the average rate at 50% load factor un- 
der the GS Rate Schedule. There is no minimum bill 
(R. 3253-4). 


The foregoing DCQ, GS and SGS Rate Schedules con- 
tain different rate levels in each of Texas Eastern’s four 
rate zones (A through D), the lowest rates being in Zone 
A in the southerly end of the system, and the highest in 


Zone D at the northerly end. 


The balance of Texas Eastern’s jurisdictional sales are 
rendered under a number of different rate schedules. The 
most significant among these to this case is the ACQ (An- 
nual Contract Quantity) Rate Schedule. It presently covers 
sales only in Rate Zone C of up to 20,000,000 Mcf per 
year on a “when available” basis to subsidiaries of the Con- 
solidated Natural Gas Company. The ACQ rate is equiva- 
lent to 90% of the DCQ rate at 100% load factor 
(R. 3002-3). 

Texas Eastern’s rates to its existing classes of service 
effective since November 10, 1957 were being collected sub- 
ject to reduction and refund under Section 4(e) of the Act 
at the time of the Winter Service hearing. The parties had 
been trying to negotiate a rate settlement since August 18, 
1959, well prior to commencement of the Winter Service 
hearings (May 2, 1960). 
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By orders of January 25, 1961 and March 23, 1961, 
the Commission approved a rate settlement, subject to a 
hearing on a limited issue raised by the one objecting 
customer. Said agreement provides that if Texas East- 
ern is required by any Court or Commission order to 
increase its WS rate above the level approved in the Septem- 
ber 1, 1960 WS order (the instant order), Texas Eastern 
shall fill reductions in its existing rate schedules, offsetting 
in collections from its existing classes of service, the in- 
creased revenues generated by the increased WS rate 
(Article VII of rate settlement agreement). 


2. Petitioners 


Ohio Fuel and Manufacturers are established natural 
gas companies selling natural gas directly and indirectly to 
hundreds of thousands of consumers in the states of Ohio, 
West Virginia, Pennsylvania, Maryland and New York. 
They jointly purchase and are contractually committed to 
purchase through 1978 large volumes of natural gas from 
Texas Eastern in Texas Eastern’s Rate Zones C and D* at 
the applicable DCQ-C and DCQ-D rates filed by Texas 
Eastern and approved by the Commission. Petitioners at 
present jointly purchase approximately 20% of Texas 
Eastern’s gas sales subject to Respondent’s jurisdiction (R. 
1677). Texas Eastern’s estimate of its revenues from Peti- 
tioners for the year 196@ is approximately $53,000,000 
(R. 2223). They have had extensive experience with the 
operation and design of pipeline systems, including under- 
ground storage facilities, the design of rates for natural 
gas sales, and overall economics of the gas business. 


*Rate Zone C includes Indiana, Ohio, Kentucky, West Virginia 
and western Pennsylvania. Rate Zone D includes eastern Pennsyl- 
vania ( ae res east of Oakford Storage), New Jersey and New York 
(R. 666, 3218). 
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3. Texas Eastern’s Winter Service Proposal 


This case grew out of an application for a Certificate 
of Public Convenience and Necessity filed by Texas Eastern 
under Section 7 of the Act to construct and operate approxi- 
mately $50,000,000 of facilities and to render a long-term 
(twenty years) peaking service designated “Winter Serv- 
ice.’ This service principally offered natural gas for sale 
in the winter heating season from November 16 through 
April 16 of aggregate maximum daily quantities of 334,036 
Mcf and related season (“annual”) volumes of 20,042,100 
Mcf. 

The principal facilities which Texas Eastern sought 
authority to construct and operate are located east of 
Oakford Storage. These are i) Leidy Storage, ii) an 83 
mile long pipeline to connect Leidy Storage to its main 
transmission system, iii) pipeline loops* of varying lengths 
to be installed on its main transmission system east of Leidy 
Storage, and iv) a new compressor station to permit the 
injection of gas into Liedy Storage. The activation of Leidy 
Storage was estimated to cost approximately $8,000,000 
and the new pipeline, loops and related facilities approxi- 
mately $41,000,000 (R. 1710). 

Any peaking service such as the proposed Winter Ser- 
vice is an expensive type of service because it involves pro- 
viding capacity, the fixed costs of which are incurred re- 
gardless of usage, but which is used for only the winter 
months of the year and even then not everyday. The fixed 
costs of the facilities plus the operating expenses must 
be recovered from the relatively unsubstantial annual vol- 
umes of peak gas made available on 90 to 150 days a year. 
In the utility industry, characterized by extremely high 
costs associated with fixed plant, the load factor usage 


*Pipeline loops are sections of pipeline installed parallel to an 
existing pipeline. 
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of facilities is a critical factor in determining the level 
of unit costs.* Because peaking service has such an ex- 
tremely low load factor (the Winter Service load factor 
is 16%), its unit costs are high. 

The rate proposed by Texas Eastern for its Winter 
Service (the WS rate) was 


Storage 
Demand Commodity Service 
Charge Charge Charge 


$2.86**  30.2¢ 4.2¢ 68.3¢ 


A Cost 
Per Mot at Full 
Utilization 


Texas Eastern claimed that the proposed rate was de- 
signed to recover the costs of rendering Winter Service 
(R. 2712). Petitioners dispute this. It is their belief that 
the proposed rate was tailored to meet a competitive situa- 
tion in the Philadelphia, New York, New Jersey and New 
England market and the cost justification was then worked 
out to support the predetermined range of the rate (R. 
3117). 

In order to justify its Winter Service rate, Texas 
Eastern ignored the fact that its system is operated on an 
integrated and unified basis, and it ignored its system-wide 
costs. Instead, Texas Eastern picked specific facilities by 
which it maintained the Winter Service could be rendered 
during the period from November 16 to April 15. These 
facilities were Oakford and Leidy Storage, the new pipeline 
facilities and the portion of its existing transmission system 
lying east of Station 21A. It then apportioned the costs 
of Oakford Storage and the other existing facilities be- 


*Assuming a $4.4 million annual fixed cost on a $26 million 
pipeline with capacity of 200,000 Mcf/day, the unit cost of gas moved 
at a 100% load factor is 6¢ per Mcf; at a 20% load factor, 30¢ per 
Mcf: 

$4,400,000 -- 73,000,000 Mef (365 days use x 200,000) = 6¢ 

$4,400,000 -—- 15,000,000 Mcef ( 75 days use x 200,000) = 30¢ 

**In contrast to the DCQ and GS demand charges which are 
based on the maximum daily obligation, the WS demand charge is 
based on only the Average Daily Quantity (ADQ), which is but two- 
thirds of the maximum daily obligation. 
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tween Winter Service and Texas Eastern’s other services 
allegedly on the basis of joint use of those facilities with 
other services, and it assigned the costs related to Leidy 
Storage and the new facilities to Winter Service. By using 
segregation of its storage facilities as a starting point, 
Texas Eastern gave Winter Service the benefits of its low- 
cost storage.* It also insulated Winter Service from a 
direct apportionment of the costs related to the bulk of its 
existing transmission system lying west of storage. (See 
Map p. 5.) In lieu thereof, Texas Eastern attributed to 
Winter Service a cost of 26¢ for each Mcf of Winter 
Service gas assumed to be placed into storage (R. 5138-9). 

Texas Eastern’s premises “for allocation purposes” are 
that (i) all Winter Service volumes will come from storage 
(134,036 Mcf per day and 5,042,100 Mcf per year from 
Oakford; 200,000 Mcf per day and 15,000,000 Mcf per 
year from Leidy) ; and (ii) that 100,965 Mcf per day and 
6,057,900 Mcf per year of the Winter Service volumes 
will be delivered through existing pipeline facilities lying 
east of Station 21A, with 200,000 Mcf per day and 
15,000,000 Mcf pe: year from Leidy to be delivered by 
means of the new pipeline facilities to be installed (R. 2704- 
5; 2235; 733). As shown in our Argument (1) these alloca- 
tion premises are self-contradictory and Winter Service 
could not possibly be performed consistant with them. 

The end result is a substantial understatement in the cost 
of Winter Service, compounded by certain other under- 
stated costs covered in Argument (II). 


4. The Winter Service Market 


The need to keep the Winter Service rate level com- 
petitive was apparent from the fact that the Winter 


*The fixed unit cost per Mcf/day of Texas Eastern’s existing 
storage capacity is $9.04 compared to the fixed unit cost of its trans- 
mission capacity up to Oakford Storage of $64.30 (R. 3045-6; 3075). 
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Service customers were interested in buying Winter Service 
gas only if it were priced lower than alternative sources 
(R. 844, 885, 890, 1007, 926-28). This showed the extreme 
sensitivity of the Winter Service market to upward move- 
ments in the price level for the service (R. 1229-30). The 
inability of the Winter Service market to pay higher prices 
initially indicates that as Texas Eastern’s costs increase in 
the future, the Winter Service customers will not be able to 
pay their share of these increases to the detriment of 
Petitioners and other customers of Texas Eastern not pur- 
chasing Winter Service. 

The location of the market for Winter Service to which 
the rate level was aimed is evident from the fact that 94% 
of the Winter Service sales (WS sales) will occur in Texas 
Eastern’s Rate Zone D (eastern Pennsylvania, New York, 
and New Jersey). The primary beneficiaries are six com- 
panies who would take approximately 84% of the maximum 
daily WS sales and three of these—Consolidated Edison 
Company of New York, Inc., Long Island Lighting Com- 
pany and The Brooklyn Union Gas Company—would pur- 
chase in the aggregate 120,000 Mcf/d or approximately 
35% (R. 1677, 8). 

Previous to the certification of Winter Service, Con- 
solidated Edison and Long Island Lighting did not pur- 
chase any gas under Texas Eastern’s regular rate sched- 
ules (R. 853, 884) and Brooklyn Union purchased less 
than 5% of its peak day natural gas requirements from 
Texas Eastern (R. 2305). Texas Eastern was obviously 
seeking to become a supplier of Consolidated Edison and 
Long Island Lighting. That the costs allocated to Winter 
Service by Texas Eastern and its WS rate reflected this is 
evident from the fact that these three customers for Winter 
Service were not particularly interested in Winter Service 
at rates materially higher than the 68.3¢ rate proposed by 
Texas Eastern (R. 844, 849, 886). 
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These companies have contributed virtually nothing 
to the cost of Texas Eastern’s existing storage capacity 
which Texas Eastern seeks to earmark and dedicate 
to Winter Service. They benefit substantially, however, 
from such earmarking and dedication. 


5. The Staff Rate Proposal 


The Staff witness accepted all of Texas Eastern’s alloca- 
tion volumes and theories without independent study (R. 
1189) except for the cost which Texas Eastern imputed to 
each Mcf of Winter Service gas assumed to be put into 
storage (26¢ per Mcf). The Staff’s cost study increased 
the cost for this gas to 36.2¢ per Mcf, less a credit which, 
on the Staff’s own premise appears excessive by approxi- 
mately $412,000 (Argument IT). 

The Staff rate at full utilization would average 74.6¢ 
as follows: 


Storage 


Demand Commodity Service 
Charge Charge 


$2.52 41¢ 


6. Petitioners’ Position 


Petitioners have opposed certification of Winter Service 
at the rate proposed by Texas Eastern and at the rate pro- 
posed by the Commission Staff, both of which rates Peti- 
tioners believe are noncompensatory. Petitioners are vitally 
interested in the long-range growth and prosperity of the 
natural gas industry. They are not opposed to the Winter 
Service customers obtaining natural gas they need or 
types of service required by their operations. However, 
Petitioners must, in fairness to their ultimate consumers, 
oppose a new service at rates materially below the cost of 
rendering the service (R. 3032). 

Petitioners’ costs and thus rates have increased steadily 
since the end of World War II. These increases are of 
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great concern to Petitioners as well as to their customers 
and the State commissions regulating Petitioners (R. 3032). 
Petitioners cannot afford to have Winter Service facilities 
and sales certificated at a rate that is not compensatory be- 
cause, in order to insure the financial soundness of Texas 
Eastern, Petitioners and other firm customers will be re- 
quired to pay part of the costs for such Winter Service. In 
other words, if Texas Eastern is to be kept whole, Peti- 
tioners will in effect subsidize part of the cost of the Winter 
Service. 


Petitioners presented two witnesses well qualified on 
cost analysis whose cost studies on Winter Service were 
placed in evidence. The result of their evidence was to show 
that the segregation and dedication of low cost spare capac- 
ity and the assignment of certain other understated costs to 
Winter Service would impose higher costs of approximately 
$4,000,000 on existing classes of service (Argument Til). 


7. The Examiner’s Decision 


Texas Eastern’s applications in Commission Docket 
Nos. G-18968 and G-18969 and several other related appli- 
cations were consolidated by Respondent for hearing and 
decision.* Hearings were held on various days from May 2, 


*Algonquin Gas Transmission Company, Docket No. G-18970 
(application to install facilities and render a winter service to its 
customers from volumes of Winter Service gas to be received from 
Texas Eastern) ; New York State Natural Gas Corporation, Texas 
Eastern Transmission Corporation, and Transcontinental Gas Pipe 
Line Corporation, Docket No. G-18961 ( application to activate 
Texas Eastern’s interest in the Leidy and Tamarack underground 
storage fields (Pa.) to enable Texas Eastern to render its Winter 
Service) ; Transcontinental Gas Pipe Line Corporation, Docket No. 
G-19181 (application to install facilities required because of activa- 
tion of Texas Eastern’s interest in the Leidy and Tamarack storage 
fields). In Docket No. G-18969, Texas Eastern also sought author- 
ity to extend its ACQ-C natural gas service on a long-term basis to 
the subsidiaries of the Consolidated Natural System. 
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1960 through June 11, 1960. On July 22, 1960 the Presid- 
ing Examiner issued his intermediate decision, authorizing 
Texas Eastern, over Petitioners’ objections, to construct 
and operate the facilities applied for and to render Winter 
Service. 


The Presiding Examiner adopted Texas Eastern’s 
premises as to how the Winter Service could be rendered, 
and the segregation of specific facilities for determining the 
cost of Winter Service. However, he adopted the Staff- 
proposed rate for Winter Service and found it to be “just 
and reasonable and not unduly discriminatory or preferen- 
tial” in compliance with Section 4 of the Act (R. 5146). 


8. Petitioners’ Motion To Reopen 


The Examiner's decision herein approved of the dedica- 
tion to Winter Service for rate purposes of specified 
low cost facilities alleged to represent the spare capacity 
on Texas Eastern’s system. The adverse impact on 
existing classes of service became clear on the first busi- 
ness day after the close of the Winter Service hearings 
when Texas Eastern filed an application at Docket No. CP 
60-122 to install approximately $17,500,000 of facilities 
consisting primarily of pipeline capacity south of Oakford 
Storage to render increased sales under existing rate sched- 
ules of 50,000 Mcf per day and approximately 17,000,000 
Mcf per year. On August 3, 1960 Petitioners filed a Mo- 
tion to Reopen and Consolidate the Winter Service Pro- 
ceedings with the proceedings to be held on the application 
filed by Texas Eastern in Docket No. CP 60-122 (the 
CP 60-122 Application). This application supplied ma- 
terial evidence and raised questions of fact and law common 
to those of the Winter Service hearings, particularly as 
to the optimum use that could and should be made of Texas 
Eastern’s existing spare capacity. It contradicted much 
of the evidence on which the WS rate determination was 
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based. It also showed that to the extent the spare capacity 
could be used to render the CP 60-122 service, existing 
classes of service would be benefited by approximately 
$1,200,000 or more than they would be by the dedication 
of such spare capacity to Winter Service. 


9. The Commission’s Order 


On September 1, 1960 the Commission issued the 
order approving the Examiner’s decision in all relevant 
respects and specifically denying Petitioners’ Motion to 
Reopen. The effect of this order is to determine that 
the rates under existing rate schedules shall recover all of 
Texas Eastern’s costs not herein assigned to Winter 
Service. 

The denial of the Motion to Reopen was based on the 
finding that the CP 60-122 service cannot be supplied from 
storage (R. 5503), a finding which is neither responsive to 
Petitioners’ grounds for seeking the reopening nor con- 
sistent with the CP 60-122 application itself. 


STATUTES AND REGULATIONS INVOLVED 
These are set forth below in an Appendix. 
STATEMENT OF POINTS 


I. The record does not support the finding that the 
service characteristics of Winter Service justify a deter: 
mination of the Winter Service rate on the basis of segre- 
gated costs of existing storage and alleged off-peak pipeline 
facilities. 


Il. The Commission’s failure to make any finding con- 
cerning Petitioners’ contentions that certain other costs 
assigned to Winter Service, and the rate based thereon, are 
understated, is arbitrary and unlawful. 
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III. The record is not sufficiently precise or complete 
to support approval of the Winter Service rate as “just 
and reasonable” within the meaning of Section 4 of the 
Act. 


IV. The Commission’s refusal to reopen the proceed- 
ings herein for concurrent hearings with the CP 60-122 
application for hearing, is arbitrary, unreasonable and 
against the public interest. 


SUMMARY OF ARGUMENT 
I 


The Commission’s approval of the WS rate is based 
primarily on its approval of the segregation and dedication 
to Winter Service of storage and off-peak pipeline capacity, 
the unit-costs of which are substantially lower than 
Texas Eastern’s over-all unit costs. Such segregation and 
dedication is specifically based on the Commission’s finding 
that Winter Service is “made possible” by Texas Eastern’s 
storage and off-peak pipeline capacity, and that Winter 
Service is accordingly “directly dependent on and limited 
by the service characteristics of” such facilities, and is “thus 
distinct from other firm services rendered by Texas East- 
ern.” (R. 5502). 

Petitioners allege that the key finding that Winter 
Service “is made possible” by storage and off-peak pipe- 
line capacity is pure semantics. The fact shown incon- 
trovertibly by the record is that Winter Service would be 
made possible by the totality of Texas Eastern’s integrated 
system, wherein storage is an inseparable part. The attempt 
to earmark the low-cost storage and off-peak pipeline 
facilities as the specific facilities providing spare capacity 
is accordingly arbitrary. 
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The central service characteristic of Texas Eastern’s 
storage is that it is Texas Eastern’s most economic means 
of meeting the combined total demands on the system in 
excess of Texas Eastern’s pipeline flow capacity. Gas from 
storage cannot be earmarked or identified for any specific 
customer or service to such customer any more than gas 
from pipeline flow can be so earmarked or identified. 

Under the foregoing circumstances the segregation and 
dedication to Winter Service of the low-cost storage and 
off-peak pipeline facilities is simply the arbitrary carving out 
for cost purposes of low cost facilities of an integrated sys- 
tem, so as to support a preferential rate. Such a rate can 
not be supported as in the public interest under Section 7, 
or as just and reasonable under Section 4 of the Act. 


aa 


In addition, the costs of Winter Service are further 
understated as a result of (a) inconsistent allocation prem- 
ises and volumes used to allocate to Winter Service costs of 
existing pipeline facilities, (b) an excessive Staff credit 
against the costs of transporting gas to Leidy Storage, and 
(c) an excessive interest deduction used in calculating the 
tax allowance contained in the Winter Service cost of serv- 
ice. These cost understatements in the respective amounts 
of approximately $150,000, $411,000 and $540,000 were 
objected to by Petitioners throughout the proceeding as being 
arbitrary and unsupported. However, neither the Examiner 
nor the Commission ruled on or even considered these objec- 
tions. This is in plain violation of Section 8(b) of the 
Administrative Procedure Act. 


Til 


The Commission approved the WS rate as just and 
reasonable in terms of Section 4 of the Act on the ground 
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that the alleged dependence of Winter Service on storage 
warrants basing the WS rate on an allocation of specific 
facility costs to that service alone, without consideration 
of system-wide costs or of the costs properly allocable to 
the various existing classes of service. This is particu- 
larly significant because while a determination as to a 
particular rate in a Section 7 proceeding under the Act 
does not necessarily impose costs on other classes of serv- 
ice, it does if made under Section 4. Accordingly, approval 
of the WS rate under Section 4 requires the remaining 
classes of service to pay all Texas Eastern’s costs, less the 
credit of revenues from the Winter Service at the rate 
approved in this proceeding. 

The evidence in support of the principles upon which 
the approved WS rate is based lacks the preciseness and 
completeness required to comply with a Section 4 rate de- 
termination. Texas Eastern and the Staff witness failed 
to make studies of system-wide costs or zone allocations 
and they both failed to reconcile the difference in their 
proposed WS rates and existing rates with the alleged 
differences in operating characteristics of the services. The 
Staff witness specifically denied that there are any mate- 
rial differences in Winter Service’s operating character- 
istics, and his testimony clearly shows that he himself did 
not consider that his evidence was sufficient to support a 
Section 4 rate determination. Thus, the Commission’s 
basic finding in this regard is flatly contradictory to the 
evidence of the Staff witness upon whom it relies. 


IV 


Texas Eastern’s concurrently effective CP 60-122 cer- 
tificate application, the details of which were withheld by 
Texas Eastern during the hearing, was filed one day after 
completion of the hearing. It contains material and rele- 
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vant information as to the public interest in certificating 
Winter Service, particularly in regard to the optimum use 
of Texas Eastern’s spare capacity. 

The Commission’s refusal to reopen the Winter Service 
proceedings and to consolidate them for hearing with the 
CP 60-122 application is arbitrary and unlawful, both be- 
cause of the materiality and relevance of the CP 60-122 
application and related evidence, and because such denial 
precludes the Commission from taking the required broad 
view of the public interest. The Commission’s action is even 
more arbitrary here than it was in the City of Pittsburgh 
v. FPC, (1956) 237 F 2d 741, 99 App. D. C. 113, wherein 
this Court reversed the Commission for failure to consider 
relevant evidence of a future expansion. 


ARGUMENT 


1. THE RECORD DOES NOT SUPPORT THE FINDING THAT 
THE SERVICE CHARACTERISTICS OF WINTER SERVICE 
JUSTIFY DETERMINATION OF THE WS RATE ON THE 
BASIS OF SEGREGATED COSTS OF EXISTING STORAGE 
AND ALLEGED OFF-PEAK PIPELINE FACILITIES. 


(A) Winter Service is not made possible by Storage 
and Off-Peak Pipeline Facilities. 


In order to rationalize the approved WS rate, a find- 
ing must be made that specific facilities—the lowest cost 
facilities—can be identified as rendering the service. Thus, 
the Commission’s following finding approving the segre- 
gation and dedication to Winter Service of storage and 
off-peak pipeline capacity costs, is critical to its order: 


“This is a special service made possible by storing 
volumes of gas not taken by Texas Eastern’s cus- 
tomers during off-peak periods and later withdraw- 
ing these volumes to provide limited firm deliveries 
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within a winter period of 151 days ... [T]his 
Winter Service is directly dependent on, and limited 
by the service characteristics of, the storage facili- 
ties and off-peak capacity necessary for it and is 
thus distinct from the other firm services rendered 
by Texas Eastern, ...” (R. 5502) 


This finding is pure semantics; it lacks factual substance. 
The reality is that Texas Eastern designs and operates a 
wholly-integrated system, the total capacity of which— 
giving recognition to the characteristics of all its various 
classes of service—makes it possible to render service to 
all of its customers. It is not possible on an integrated 
natural gas system such as Texas Eastern’s to identify a 
certain specific facility as the facility with which a specific 
service is performed—no matter what such service’s par- 
ticular characteristics. Moreover, the record here indi- 
cates that the storage facilities segregated under the 
assumption do not and could not perform all the Winter 
Service. 


1) Integrated Nature of Texas Eastern’s Operations 


The overwhelming evidence here is that Texas East- 
ern’s storage is operated inseparably with its transmission 
facilities to meet the requirements of all of its customers. 
Storage withdrawals on this system are used as a balance 
between the total daily demand and pipeline flow capacity 
(R. 514). They are not used to make gas available on a 
particular day for any particular service (R. 552), but to 
make increased volumes of gas available when needed, di- 
rectly or by displacement, in all rate zones and to all cus- 
tomers on Texas Eastern’s system (R. 514, 553). Texas 
Eastern’s witness admitted that gas delivered to particular 
customers could not be identified as to its source (R. 554). 

Texas Eastern’s direct evidence and its witnesses’ admis- 
sions on cross-examination revealed that, in fact, Winter 
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Service would not actually be performed physically from 
storage, but was only assumed to be so rendered “for alloca- 
tion purposes” (R. 446-7, 554, 607-620). 

For example, it was assumed “for allocation purposes,” 
that 30,000,000 Mcf/year will be withdrawn from Oakford 
and that 15,000,000 Mcf/year of Winter Service gas alone 
would be delivered from Leidy (R. 2235). However, Texas 
Eastern’s basic storage exhibit (R. 2208) shows that only 
27,561,000 Mcf/year will be withdrawn from Oakford, and 
that only 10,138,000 Mcf/year will be withdrawn from 
Leidy.* 

The Commission’s findings that Winter Service is “made 
possible” by (rather than “performed by”) storage and 
off-peak pipeline capacity is apparently an attempted dis- 
tinction made in recognition of the impossibility of perform- 
ing the service from those facilities. However, this is not a 
distinction of substance. The fact is that Winter Service 
would be performed and “made possible” indistinguishably 
from other services by the totality of Texas Eastern’s flex- 
ible integrated system. The Commission itself has so found 
on integrated systems: 


“it is impossible to identify from day to day any 
particular gas or any particular portion of the trans- 
mission system with a particular customer.” (/’e 
East Tennessee Natural Gas Company, (1954) 13 
FPC 549, 561) 


*Appendix B, attached to Petitioners’ Application for Rehearing, 
sets forth in detail numerous other allocation premises and factors 
assumed by Texas Eastern and adopted by the Staff, without question 
or study, which are inconsistent with its operations, such as the impos- 
sible assumption that 134,036 Mcf/day could be withdrawn from Oak- 
ford Storage for Winter Service and delivered to market through 
existing pipeline facilities with a capacity of only 100,956 Mcf/day 
(R. 5703-5704). 
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2) Existing Storage Capacity 


One of the basic premises approved by the Commission 
“for allocation purposes” was that 134,036 Mcf/day and 
5,042,100 Mcf/year of Winter Service gas would come 
from unused capacity in Oakford Storage. 

Texas Eastern did not submit any evidence of the past 
withdrawals from Oakford Storage. It merely assumed 
this unused capacity existed* by the further assumption 
that Oakford Storage would be used by “Other” classes of 
service to the extent of only 99,982 Mcf/day and 12,957,000 
Mcf/year (R. 2235). However, in its 1959 rate filing (G- 
18841), pending during the WS hearing, Texas Eastern’s 
allocation exhibit showed Oakford Storage as having been 
used by existing classes of service to the extent of 160,616 
Mcf/day and 15,170,409 Mcf/year (R. 759). Thus, 
the assumption of 134,036 Mcf/day and 5,042,100 
Mcf/year of “uncommitted” Oakford Storage capacity 
available for Winter Service results in depriving existing 
classes of service of the use and benefit from Oakford of 
60,634 Mcf/day** and 2,212,509 Mcf/year*** available 
at the time of the G-18841 rate filing. This shows that 
there is not sufficient uncommitted storage capacity in Oak- 
ford Storage to enable Texas Eastern to render Winter 
Service from storage and destroys the validity of the Com- 
mission’s finding that Winter Service is made possible by 
storage. 

More important than this, however, it discloses that 
the cost allocations on which the WS rate is based will 
divert the rate benefits of Oakland Storage from service 


*It should also be noted that the Examiner’s only reference to the 
assumed availability of uncommitted capacity at Oakford Storage 
(R. 5122) is unsupported by any pertinent reference to the record. 

**160,616 — 99,982 = 60,634 Mcf/day. 

*#*15,170,409 — 12,957,900 = 2,212,509 Mcf/year. 
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to customers under existing rate schedules to service for 
customers under the WS rate schedule. Such diversion is 
not done physically, but is merely a device to support a low 
rate for a particular service. The result is that the rates 
to existing classes of service must be based on the higher 
cost transmission facilities. The evidence shows that such 
added cost is almost $3,000,000.* 


3) Off-Peak Pipeline Capacity 


To attempt to earmark “off-peak” gas and related pipe- 
line facilities as the specific source of available spare capacity 
is equally semantic and arbitrary. In his direct testimony, 
Texas Eastern’s engineering witness, Jennings, claimed that 
off-peak gas and capacity would be provided by certain “cut- 
backs”** by existing customers, primarily SGS and DCQ 
customers, as estimated by another Texas Eastern witness, 
W. E. Ball (R. 2692-3). In making such estimates Mr. Ball 
had not considered the customers’ requirements estimates 
(R. 147), which on cross-examination it was established 
exceeded his estimates by 11,400,000 Mcf (R. 176). Accord- 
ingly, based on the customers’ own estimates of their re- 


*Computed as follows: 
(1) Reduction of peak volumes from Oak- 
ford for “Other Use” (160,616-99,982) 60,634 Mcf 
(2) Difference per Mef in Transmission 
Costs vs. Oakford Storage Costs 


($64.30-$9. 
(3) Ther 
transmission costs in 


$55.26 


$3,351,000 
439,000 


(5) Net effect on existing classes of service 
of diverting Oakford Storage $2,912,000 


**The term “cutback” as used herein and by Texas Eastern refers 
to the difference between a customer’s annual contractual entitlement 
and its purchases. 
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quirements, Texas Eastern would not have 11,400,000 
Mcf/year of the cutback gas or capacity which it relied on 
as being available for 20 years for performing the 
20,000,000 Mcf of Winter Service. 

When confronted with this on cross-examination Mr. 
Jennings shifted his position from reliance on specific off- 
peak gas and pipeline capacity to reliance on “total pipeline 
capacity as compared to total estimated requirements.” (R. 
575, 432-434, 523). 

The total pipeline capacity thus relied on by Texas 
Eastern is approximately 620,000,000 Mcf (R. 433) as 
compared with its contractual commitments (exclusive of 
the ACQ and WS commitments) of 582,700,000 Mcf (R. 
517). In other words, when it was shown that the gas 
committed to, but not taken by, Texas Eastern’s existing 
customers was not sufficient to render Winter Service, Texas 
Eastern showed that it had annual capacity in excess of its 
customers’ contractual entitlements to make up the defi- 
ciency. 

The import of this is that Texas Eastern only relied in 
part on cutbacks by existing customers, the balance of its 
reliance being on its excess annual capacity. Accordingly, 
Winter Service was not shown to be made possible by 
storing gas not taken by Texas Eastern’s customers as the 
Commission found. 

To sum up, Texas Eastern’s evidence shows that Win- 
ter Service is possible by reason of existing excess pipeline 
capacity, and by the diversion to Winter Service of storage 
capacity presently used. All of this is contrary to the Com- 
mission’s finding that Winter Service is made possible by 
existing uncommitted storage and off-peak gas and pipeline 
capacity. 
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(B) The Service Charaeteristies Of Storage And 
Off-Peak Pipeline Facilities Do Not Justify 
Their Segregation And Pre-emption For Winter 
Service 


If Winter Service is not rendered from storage, as the 
record shows it is not, it cannot be “dependent on and 
limited by the service characteristics” of storage, as the 
Commission found (R. 5502). The basic “service character- 
istics” of storage on Texas Eastern’s system are that it is 
used to meet the combined demands of all classes of service 
on the system in excess of its pipeline flow capacity (R. 
514), Winter Service is no more dependent on and limited 
by the service characteristics of storage than any other 
service rendered by Texas Eastern by means of its over-all 
pipeline and storage capacity. As shown above and as the 
Staff witness testified (R. 1199-1200) the only difference 
between Winter Service and Texas Eastern’s other firm 
services is the time they are rendered. 

The Courts and the Commission itself, have con- 
sistently held that where all classes of service jointly use 
particular facilities, as is the case here, the costs of those 
facilities should be allocated equitably among them, The 
Battle Creek Gas Co. v. Federal Power Commission, (1960) 
281 F2d 42, App. D. C. ; Re Mississippi 
River Fucl Corporation, (1945) 4 FPC 340; Re East 
Tennessce Natural Gas Company, supra. 

The Commission has stated that it 


“ | has never recognized a proprietary right or 
preferential advantage to anyone by reason of the 
terms of a contract or otherwise, where it might be 
claimed that such individual should be entitled to 
specified facilities without regard for overall costs 
reflecting system operations. The Commission has 
made this abundantly clear in its various decisions 
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relating to rates.” (Re United Gas Pipe Line Com- 
pany, (1954) 13 FPC 398, 415) 


It has also stated that when it: 


“Gs fixing rates on the basis of a unified system 
operation, and not on the basis of a piece-meal certifi- 
cation . . . the only proper and feasible method of 
allocating costs in this instance is on a system-wide 
basis. In this way, all customers receiving the bene- 
fits from unified system operations share in the costs 
on a system-wide basis. Colorado Interstate Gas 
Company v. FPC, 324 U. S. 581, 590-591.” Re East 
Tennessee Natural Gas Company, supra, at p. 562 


The Commission disregards this sound principle in giv- 
ing Winter Service customers a preferential advantage by 
finding they are entitled to rates reflecting costs limited to 
specified low-cost facilities, without reference to over-all 
costs reflecting system operations. This advantage is not 
limited to the relatively low-cost Leidy Storage, but also 
includes a substantial portion of existing Oakford Storage 
and a portion of the existing pipeline, the costs of which 
have been borne by existing classes of service for many 
years. This is incompatible with a proper apportionment of 
the costs of facilities “in a manner consistent with the use 
and benefits derived,” Re Mississippi River Fuel Corpora- 
tion, supra, at p. 351; Re El Paso Natural Gas Company, 
(1959) 22 FPC 260, 277. 

In Battle Creek Gas Company v. FPC, supra, this 
Court approved a Commission order approving, as a 
basis for a new rate, determined under Section 7 of the Act, 
a segregation of new facilities installed exclusively for one 
customer. These new facilities extended an existing system 
so as to serve the new customer and could not benefit any 
existing customer. The Court indicated that it would be 
“unfair to charge its costs to all of the customers.” (at p. 
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47). In the same case new pipeline loops on the existing sys- 
tem which made service to the new customer possible, were 
treated on a “rolled-in” basis because they could and would 
be used to benefit the existing customers as well as the new 
one. 

The basic principle of the Battle C reek case is that where 
a particular facility “forms part of an integrated system,” 
and where the expansion will benefit the entire system, the 
cost thereof should be treated as system costs and rolled 
into the rate base of all customers; conversely: that the 
rate to a new class of service should be based on incremental 
costs only where new facilities involved would be used and 
operated only to serve the particular customers. Such a 
finding of exclusive use can not be made as to Winter Serv- 
ice, particularly as to the low cost existing facilities diverted 
to the cost benefit of Winter Service. 

Petitioner’s evidence showed that, using Texas Eastern’s 
rate filing allocation methods, the end result of the seg- 
regation is a preference to Winter Service of approx- 
imately $3,000,000 (R. 3122, 2994). Such preference is 
equivalent to 20% of the $14,358,946 costs assigned to 
Winter Service by the Commission (R. 2994). A prefer- 
ence of this size does not allow a finding that the Winter 
Service rate based thereon is in the public interest as an 
initial rate, cf. Atlantic Refining Co. v. United States 
(1959) 360 US 378. 


IL THE COMMISSION’S FAILURE TO MAKE ANY FIND- 
INGS CONCERNING PETITIONERS’ CONTENTIONS 
THAT CERTAIN OTHER COSTS ASSIGNED TO WINTER 
SERVICE AND THE RATE BASED THEREON ARE 
UNDERSTATED, IS ARBITRARY AND UNLAWFUL. 


The approved WS rate was set at a level which would 
allow it to recover only the costs of Winter Service as 
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determined by the Staff of the Commission. These costs 
were generally understated by determining them on the 
basis of the unjustified segregation of low-cost facilities 
for Winter Service. This general understatement was then 
increased (in the aggregate amount of approximately 
$1,100,000) by various allocation and cost determination 
stratagems employed by the Staff to assure that the rate 
based on its “cost” study would be “within the range of the 
value of” Winter Service to its benefactors (R. 1188). 


(A) Inconsistent Allocation Premises 


Notwithstanding the basic premise of the Winter Serv- 
ice rate that WS sales will not utilize pipeline capacity west 
of storage in the peak period, the rate determination ap- 
proved by the Commission assigns to Winter Service a por- 
tion of the relatively small costs ($1,307,707—-R. 2990) 
related to the nominal pipeline facilities between Oakford, 
the site of the zone boundary line, and Station 21A, a point 
approximately thirty miles southwest thereof. The inclu- 
sion of such relatively small costs is assumed to justify 
inclusion also of large sales (145,000 Mcf/d and 59,886,784 
Mcf/year—R. 2235) made from such facilities. Because 
of the large volumes of sales made from these facilities, 
the unit costs of transmission (costs/sales volumes) of pipe- 
line facilities lying East of Station 21A are lower than the 
unit costs of transmission of pipeline facilities lying east of 
storage. By giving Winter Service the benefit of these lower 
unit costs, the costs assigned to Winter Service were reduced 
by $151,843 (R. 5475). 

This understatement is even more significant because it 
presumes a demand by Winter Service on facilities west of 
storage. This is completely contradictory to the Examiner’s 
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finding that “Winter Service does not impose any peak-day 
demand on Texas Eastern’s transmission facilities west of 
its storage fields” (R. 5140) on which he premised his 
approval of the Staff’s cost allocation. It is equally signifi- 
cant because it shows the arbitrary and inconsistent roads 
followed to shave costs off Winter Service and keep the 
rate competitive. It should be noted that to shave even more 
costs off Winter Service the use of facilities East of Sta- 
tion 21A was presumed to be 100,965 Mcf/day, or only 
75% of the Winter Service volume which must utilize such 
facilities if 134,036 Mcf/day of Winter Service gas is to 
be withdrawn from Oakford as Texas Eastern claims. 


(B) Excessive Staff Credit for Transporation of 
Gas to Leidy Storage 


(1) The “constructed” ACQ rate for Zone D, which the 
Staff used as the cost of moving gas to Leidy Storage for 
Winter Service, included an element of demand and com- 
modity costs which the Staff felt duplicated certain costs 
already allocated by the Staff to Winter Service as part of 
the pipeline cost east of Station 21A. The Staff, therefore, 
reduced its total Winter Service cost of service by a credit 
of $478,433, representing half of the allocated pipeline 
costs east of Station 21A and equivalent to 3.8¢ per Mcf 
moved through Zone D to Leidy Storage (R. 3005, 2994). 


The Staff’s witness conceded that a proper measure of 
the cost of moving Winter Service gas to Leidy Storage 
through existing facilities east of Oakford Storage is the 
difference between the ACQ-C rate and its constructed 
ACQ-D rate, or 2.2¢ per Mcf (R. 1281). This must repre- 
sent the maximum amount of the duplication of charges. 
The Staff’s credit, equivalent to 3.8¢ per Mcf accordingly 
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exceeds the duplication in charges, and understates the cost 
of Winter Service by $203,409. 


(2) The Staff’s above credit presumes the use by Win- 
ter Service of existing facilities to the extent of 12,501,069 
Mcf in the summer (R. 2997). However, its allocation 
presumes a use of only 6,057,900 Mcf for the year (R. 
2994). The assumption of a substantially higher volume 
for purposes of making a credit against allocated costs 
than is used for the allocation itself is obviously arbitrary. 
Its end result is an understatement of costs properly assign- 
able to Winter Service in the amount of $208,500, in addi- 
tion to the understatement resulting from the excessive 
credit. 


(C) Excessive Interest Deductions For Tax Purposes 


Texas Eastern assumed that the new facilities included 
in its Winter Service cost allocation should produce the 
same rate of return as the existing facilities on Texas 
Eastern’s system. This assumption is proper, notwith- 
standing that the interest costs to be incurred on the new 
debt securities needed to help finance the Winter Service 
facilities are estimated to be considerably higher than the 
average debt cost on all of Texas Eastern’s existing facili- 
ties (5.75% vs. 4.7%). (R. 2242, 375). However, in 
computing the income tax deductions on that return, Texas 
Eastern assumed that the average cost of its existing debt 
would be applicable to the existing facilities but that the 
higher assumed interest rate should be used for purposes 
of designing the WS rate. The Staff witness adopted these 
premises without change. The added income tax deduc- 
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tion thus reduced the tax allowance in the WS cost of 
service by an additional $540,000.* 


(D) Lack of Findings 


These items aggregating approximately $1,100,000 
were approved by the Commission on the basis that they 
represent the costs fairly assignable to Winter Service. 
Petitioners objected to each understatement throughout 
the proceedings. However, neither the Examiner nor the 
Commission ruled on or even considered them. This is in 
plain violation of Section 8(b) of the Administrative Pro- 
cedure Act, cf. The Radio Station KFH Co. v. FCC, 
(1957) 247 F. 2d 570, 101 App. D. C. 164 which requires 
all decisions to: 


“ 


_ . include a statement of (1) findings and con- 
clusions, as well as the reasons or basis therefor, 
upon all the material issues of fact, law or discretion 
presented on the record.” 


*Computed as follows: 
q) (2) qs) (4) (5) 
= Texas Eastern Facilities 
East of Station Oakford Leidy Additional 
r" Particulars are Storage Sigrage Pipeline 
Federal Income Tax 
Per Texas Eastern 
(R. 2236) 623 919 406 200 793 300 5 195 531 


Per Petitioners 
(R. 3082) 605 285 507 319 1 243 380 5 627 387 


Petitioners over Texas 
Eastern (100709) (18634) 101119 450 080 431 856 


Winter Service Allo- 
cation Factors? .... 5.521%  26.639% 100.000% 100.000% 
Amount to Winter 
Service (5 560) (4964) 101119 450 080 540 675 
' 1Composite (Demand and Commodity) Factors per Texas Eastern Exhibit No. 11 
(R. 2235). 


32 


The above costs were not supported with any rational 
explanation, and the Commission’s “expertise” cannot fill 
in the evidentiary gap. Capital Transit Co. v. Public Utility 
Commission, (1953) 213 F. 2d 176, 187; 93 App. D. C. 
194; Public Utility Commission of Connecticut v. F. P. C., 
(3rd Cir., 1953) 205 F. 2d 116, 119. 


Il. THE RECORD IS NOT SUFFICIENTLY PRECISE OR 
COMPLETE TO SUPPORT APPROVAL OF THE WEN- 
TER SERVICE RATE AS “JUST AND REASONABLE” 
WITHIN THE MEANING OF SECTION 4 OF THE ACT. 


(A) Significance of Section 4 Rate Determination 


Having approved the principles of segregating and ded- 
icating to Winter Service the costs of storage and off-peak 
pipeline capacity and specified other costs (I and IJ herein- 
above), the Commission then found: 


“|. the record made is sufficiently precise and com- 
plete to support the Examiner’s finding that the rates 
proposed by Staff, and the principles on which they 
are based, are just and reasonable.” (R. 5503)* 


The primary significance of thus determining the WS rate 
in terms of Section 4 of the Act is that costs properly 
assignable to, but not assigned to Winter Service are there- 
by allocated to existing classes of service. Thus, existing 
classes of service will have to pay in their rates the follow- 
ing costs understated in the WS cost of service: 


1. By the diversion of low-cost existing 
capacity at Oakford Storage (p. 23 
above) $2,900,000 


. Arbitrary disregard of Zone C-D rate 
boundary line (p. 28 above) 150,000 


*The term “just and reasonable” is used herein in its generic 
sense of “just and reasonable and not unduly discriminatory or prefer- 
ential” within the meaning of Section 4 of the Act. 
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3. Excessive Staff credit to Zone D costs 
assigned to Winter Service (p. 29 
above) 412,000 


Excessive income tax deduction (p. 30 


above) 540,000 


Total $4,002,000 


Since Petitioners represent approximately 20% of 
Texas Eastern’s sales, they will have to pay approximately 
20% of the foregoing $4,002,000 or about $1,000,000 
annually. 

The question is whether the evidence in support of the 
Staff rates and of the principles on which they are based 
is in fact sufficiently precise and complete to support a 
determination under Section 4(b) of the Act that such an 
allocation of costs does not constitute an “unreasonable 
difference in rates, charges, service, facilities, or in any 
other respect” as between Winter Service and existing 
classes of service. 


(B) The Record 


Neither Texas Eastern’s witness Bufkin, nor the New 
York Companies witness’ Quig, who simply adopted Mr. 
Bufkin’s principles. nor Staff witness Curry made a “rate 
determination in terms of the detailed requirements of 
Section 4.” 


a) Texas Eastern Evidence 


The over-all basis for Mr. Bufkin’s proposed rate was 
simply that it recovered the costs of Winter Service re- 
flected in his allocation exhibit based on improper segrega- 
tion theories (R. 2712). 


“Q, In your opinion, is this a proper rate level? 


A. Yes, because these rates recover the costs in- 
curred by Texas Eastern in rendering Winter 
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Service as set forth on Page 8 of Exhibit 11.” 
(R. 2712) 


The fundamental premise of his exhibit is his assumption 
that Winter Service would be performed from storage (R. 
2704-2705 ; 690-691; 773) which we have shown above is 
contrary to fact. His Exhibit reflecting only costs relating 
to a segregated portion of Texas Eastern’s system is also 
directly the opposite of that fair apportionment of system 
costs reflecting unified system-wide operations which is the 
long recognized criteria for a just and reasonable and not 
unduly discriminatory rate determination under Section 4 
of the Act. Re East Tennessee Natural Gas Company, 
supra; Re El Paso Natural Gas Company, supra. 

Mr. Bufkin had not studied or considered a system- 
wide cost of service or a system-wide allocation of costs 
(R. 620-621). He did not distinguish between new facili- 
ties and existing facilities used and paid for by existing 
classes of service, and he did not consider the impact of his 
segregation-allocation on existing classes of service. He 
did not even attempt to justify the substantial difference 
between the WS rate and existing rates by showing sig- 
nificant differences in service or their costs (R. 765). 


b) Staff Evidence 


Mr. Curry’s criteria for determining the propriety of 
his proposed Winter Service rate were stated by him as 
follows: 


“A. Well, I believe the rates recover the cost of 
service that I think should be assigned to this service. 
I don’t think it imposes any burden upon other cus- 
tomers, and I think that the rate is within the range 
of what would be the value of service to the cus- 
tomers who would want to buy this service.” (R. 
1188) 


_ 
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The limited scope of Mr. Curry’s cost allocation, tailored 
to “value of service” considerations, and the lack of evi- 
dence in support of his conclusion that the WS rate would 
not burden other customers indicate that he did not present 
his evidence on a Section 4 basis. 

How can the Commission, or the Courts, evaluate the 
objectivity and fairness of a method of allocation, the effect 
of which is to allocate costs to all classes of service, when 
it is not based on a complete allocation of the company’s 
system-wide costs or on a consideration of zone costs, as Mr. 
Curry’s is not? (R. 1198) Reference to the Map (p. 5) 
shows the vast portion of Texas Eastern’s plant, the costs 
of which were not allocated but simply assumed (not even 
on a cost basis), to be 34.7¢/Mcf. This is an “allocation” 
only in the sense that its effect is to assign the bulk of the 
costs of such facilities to existing classes of service. 

Based on his own testimony, Mr. Curry’s allocation, 
which is substantially the same as Texas Eastern’s, will 
not support the “precise” level of the WS rate. He testified 
that the “precise” level of the proper rate could not be de- 
termined “unless we had the actual system cost of service”. 
However, he had not had or considered such cost data. 
(R. 1100) He also testified that in determining whether a 
particular rate is unduly discriminatory where the pipeline 
supplier has more than one zone or jurisdiction, it is essential 
initially to allocate costs to each zone, to do which, some 
kind of system-wide cost of service and allocation is essen- 
tial; yet he did not make such an allocation or even consider 
system-wide costs (R. 1189, 1192). 

Mr. Curry also admitted that he had not made an inde- 
pendent study of Texas Eastern’s operations, system-wide 
cost of service or allocation method, and that he had not 
“gone behind the figures” submitted by Texas Eastern 
(R. 1189). He did not “know what the reason would be” 
for the existence of sufficient capacity to perform Winter 
Service (R. 1185). He admitted that “in a rate case type of 
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determination,” he would not have used the relatively higher 
income tax deductions, which he here did use (II above), 
for computing the tax allowance in the WS cost of service 
(R. 1219). 

Mr. Curry’s conclusion that his proposed WS rate did 
not burden other customers (R. 1188), is not based on 
any study as to the specific amount of difference there 
should be between the WS rate and other rates, but 
simply on the allocation premises which he took over from 
Mr. Bufkin (R. 1200). In other words, his consideration 
of whether the WS rate burdens other customers did not 
go beyond the limited cost analysis he made in accepting 
Texas Eastern’s allocation premises. 

Moreover, his basic position is that there is no signifi- 
cant difference in the WS service and Texas Eastern’s 
existing services. Because of that he deemed it unneces- 
sary to make a study reconciling the differences in service 
with the differences in rates: 


“Q. I take it you made no study as to the specific 
amount of difference that there should be in 
the rates related to the specific amount of dif- 
ference in the services. 

. Well, of course, they are both firm service. 
About the only difference in the service, you 
might say, is the different period of time that 
both services are available. One is available 
annually, the other for five months. Service- 
wise they are both firm. I find no difference in 
the service, and the question bothers me a good 
bit there. There is no difference in the quality 
of service. There is a difference in the time it 
is rendered.” (R. 1199-1200). 


c) Petitioners’ Evidence 


As indicated in Part I hereinabove Petitioners’ evidence 
tended to show that the segregation of storage and off-peak 
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pipeline capacity and Texas Eastern’s and the Staff’s as- 
signment of other understated costs to Winter Service is 
contrary to fact and does not constitute a fair and reason- 
able allocation of costs between Winter Service and exist- 
ing classes of service (R. 3035, 3040). 

Mr. Stockhausen’s Exhibit 152 is based on Texas East- 
ern filed allocation in its rate case (R. 3130). It is thus 
the best evidence of record for comparing the costs allocable 
to each service (R. 703-709). It showed a unit cost of 
rendering Winter Service in Zone D of 91.61¢ per Mcf. 

Mr. Nissel adduced evidence showing the relatively low- 
cost of Oakford Storage facilities compared to the rela- 
tively high cost of existing transmission facilities (R. 
3045-6; 3075). He also adduced evidence showing the 
high incremental cost of the new facilities (R. 3088, 
3062-3). Based on the approximate 10,000,000 Mcf shown 
in the record as being withdrawn from Leidy Storage, 
he thus shows that the incremental costs of the new facilities 
at 614% rate of return (the rate of return reflected in 
Texas Eastern’s effective rates) are $1.20 per Mcf. If the 
10,000,000 Mcf thus estimated to be withdrawn from 
Leidy were priced at said $1.20 per Mcf, the remaining 
10,000,000 Mcf of Winter Service volume assumed to be 
withdrawn from existing Oakford facilities would have 
to be priced at only 28¢ per Mcf in order to average out 
to the approved 74¢ Winter Service rate. 


(C) The Commission’s Determination 


The only support cited for the Commission’s conclusion 
that the segregation and understatement of costs herein for 
Winter Service is not unduly discriminatory or preferential 
is a reference to the operating characteristics of Winter 
Service (R. 5503). Even that is not a specific affirmative 
finding that the operating characteristics of Winter Service 
make the segregation and dedication of costs in favor of 
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Winter Service just and reasonable, but simply a finding that 
the WS rate should not be based on the same rate schedules 
applicable to Texas Eastern’s existing services. It does not 
follow that the operating characteristics of Winter Service 
justify the approved WS rate. 

The Commission’s implied finding that the operating 
characteristics of Winter Service (its limited deliverability 
period and its firm annual supply requirements from off- 
peak pipeline capacity) warrant application of the Staff’s 
proposed rate and principles underlying it is directly con- 
trary to the testimony of the Staff’s witness (R. 1199- 
1200). As the Staff witness testified, the central charac- 
teristic of Winter Service is that it is a firm long term 
service, the central characteristics of its DCQ, GS and SGS 
services. The Commission ignored this. 

The Commission takes too narrow a view of the public 
interest, and does not really get down to the basic question 
under Section 4(b). A considerably greater degree of both 
completeness and preciseness is required to establish a 
reasonable relationship between the differences in operating 
characteristics and rates of Winter Service and of existing 
classes of service, before the differences in such rates can 
be found to be not unduly discriminatory, Western Union 
Telegraph Company v. Call Pub. Co., (1901) 181 U. S. 
192. The Commission did not consider any reliable evidence 
that would show such relationship does, in fact, exist. 

The other critical fact ignored by the Commission is 
that a determination of whether a rate is unduly discrimina- 
tory or preferential requires as a starting point, analysis 
of the costs of jointly-used facilities. Otherwise, there is 
no real test of whether such costs are fairly apportioned 
between zones and classes of service. To do that for an 
integrated system such as Texas Eastern’s requires analysis 
of a complete system-wide cost of service and allocation to 
zones (Colorado Interstate Gas Company v. FPC, (1945) 
324 U. S. 581; Capital Transit Company v. Public Utility 
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Commission, supra; Re East Tennessee Natural Gas Com- 
pany, supra; Re El Paso Natural Gas Company, supra). 
The Regulations under the Natural Gas Act even require 
such studies as a condition precedent to filing a certificate ap- 
plication such as this, as well as to filing a rate increase 
under Section 4 of the Act (Secs. 154.63(b) (3) State- 
ments I and J and 157.14(a) (18) (ii) — Appendix). Texas 
Eastern did not make such studies, nor did the Staff witness, 
though he conceded that it was essential “in a rate case 
determination.” The Examiner himself recognized that 
the record was inadequate to support the WS rate on a 
segregated basis in terms of Section 4, and he limited Peti- 
tioners’ cross-examination on that premise (R. 715, 716, 
1226-7). 

If the provisions of Section 4 are satisfied by the record 
and determination herein, they are virtually meaningless. 
The Supreme Court has held that the Commission must 
closely scrutinize the initial rate proposed for sales by a 
producer to a pipeline supplier, (Atlantic Refining Com- 
pany v. Public Service Commission, supra). There is 
equal need for such careful scrutiny of an unduly dis- 
criminatory rate question, particularly in view of the in- 
creasing cost of gas and increasing competition in the indus- 
try (R. 3032). This Commission determination does not 
even satisfy the procedural requirements of Section 7 of 
the Act. 4 fortiorari, it does not satisfy the more detailed 
requirement of Section 4. 

It is elementary that a fair hearing consists of more 
than the right to introduce evidence. Tt includes the right 
to have that evidence evaluated objectively, Morgan, et al 
v. United States, 1937) 304 U.S. 1; Administrative Pro- 
cedure Act, §7(c). Here the support for the segregation 
of low costs for Winter Service is so obviously semantic in 
nature, the inconsistencies and cost understatements so 
patent, and the findings so contrary to the record, the only 
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fair inference is that the Commission’s determination is 
not such an objective evaluation. It falls far short of the 
standards stated by Judge Prettyman in his Trial by 
Agency: 


“There is a major problem concerning findings of 
facts and conclusions of law. The law requires that 
findings of facts be upon evidence, and that conclu- 
sions of law be upon these findings. It does not 
countenance preconception or unsupported assump- 
tions as substitutes for cold, hard facts spread upon 
the record. It forbids findings fitted to a predeter- 
mined result or to a cause.” (Page 7) 


IV. THE COMMISSION’S REFUSAL TO REOPEN PRO- 
CEEDINGS HEREIN FOR CONCURRENT HEARINGS 
WITH THE CP60-122 APPLICATION IS ARBITRARY, 
UNREASONABLE AND AGAINST THE PUBLIC INTER- 
EST. 


A. Materiality and Relevance of Information Re- 
lating to CP60-122 Application 


Petitioners’ Motion to Reopen was based primarily on 
a comparison of the CP60-122 Application with the 
proof offered in this case relating to the operations of 
Texas Eastern’s system. Said comparison shows incon- 
sistencies which clearly support Columbia Intervenors’ con- 
tentions that the WS rate was based on unfounded assump- 
tions as to Texas Eastern’s operations. 


(1) In the Winter Service case Texas Eastern’s sys- 
tem was shown as operating on the design peak day without 
any line loss (R. 1692). 

The CP60-122 Application shows that Texas Eastern 
proposes to install sufficient capacity from the Southwest 
to New York to allow for losses and/or excess deliveries 
of approximately 20,000 Mcf per day. Since the CP60-122 
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sales and the Winter Service sales are to commence at the 
same time, the construction needed for line loss on the peak 
day is as much needed for the Winter Service sales as it is 
for the CP60-122 sales. Evidence as to the need for this 
line loss (and the costs associated with line loss) was ex- 
cluded from the Winter Service hearing. 


(2) Mr. Goodrich, Texas Eastern’s Senior Vice-Presi- 
dent, Gas Division, testified on May 19, 1960, (R. 818) 
that no storage facilities were involved in the CP60-122 
Application. The Commission found that service such as 
that applied for in Docket No. CP60-122 cannot be supplied 
from storage (R. 5503). However, Exhibit G to the 
CP60-122 Application shows a peak day withdrawal from 
Oakford Storage of approximately 10,000 Mcf per day 
more than is shown in the Winter Service case (R. 1692, 
2235). 


(3) The pipeline loops proposed to be installed east of 
Leidy Storage in the WS application were claimed to have 
been installed herein exclusively for the benefit of Winter 
Service customers. The CP60-122 Application shows that 
these loops will be lengthened for the CP60-122 sales. Ob- 
viously facilities for Winter Service cannot be segregated 
as assumed for cost purposes. Moreover, there is no evi- 
dence as to whether part of the CP60-122 loops may be 
necessary for the Winter Service. 


(4) The WS rate approved by the Commission reflects 
an understated tax allowance based on the relatively high 
debt cost of 5.75% assumed by Texas Eastern to be in- 
curred to finance Winter Service construction as shown in 
III above. The CP60-122 Application indicates that both 
expansions will be financed by the same issue of debentures, 
and that the interest rate for such issue will be only 5.5% 
rather than the 5.75% used for the reduced WS cost of 
service. 


42 


(5) Petitioners made studies of the CP60-122 Applica- 
tion which showed that most, if not all the CP60-122 sales 
could be made from existing spare capacity without certi- 
fication of Winter Service, and, if they were, they would 
contribute $1,200,000 more in revenues to Texas Eastern 
than the Winter Service sales Texas Eastern proposes to 
“make from Oakford Storage.” (R. 5171) Instead of that 
benefit to existing classes of customers (including possible 
reduction of rates), the existing classes of service will be 
saddled with the high cost facilities to be installed allegedly 
for CP 60-122 sales. 


B. Arbitrariness and Unlawfulness of Commission 
Refusal to Reopen and Consolidate 


The total basis of the Commission’s denial of Peti- 
tioners’ Motion was its finding that: 


“c 


. . the premise of the Columbia Companies’ mo- 
tion to reopen and consolidate this proceeding with 
Docket No. CP60-122 is that the expansion of pipe- 
line capacity applied for therein by Texas Eastern 
could be provided from storage without constructing 
new facilities, if the application for Winter Service 
herein were denied. . . . The substantial and credi- 
ble evidence herein, which the Columbia Companies 
have failed to rebut, is that new firm service such as 
that applied for in Docket No. CP60-122 cannot be 
supplied from storage.” (R. 5503) 


The Commission arbitrarily denied Petitioners opportunity 
to prove an operating situation which is neither novel or un- 
usual. Throughout the gas industry firm service is rendered 
in part from storage facilities. 


(1) The Commission finding is unresponsive to the issue 
raised by Petitioners and is not supported by the record. 
The premise for Petitioners’ Motion to Reopen was 
that the sales proposed in the CP60-122 Application could 
be supplied in whole or in part by means of existing spare 
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capacity if the Winter Service were not certificated. They 
did not contend that such sales could be provided specifi- 
cally or solely from storage as the Commission claims. The 
very heart of Petitioner’s position is that it is pure seman- 
tics to try to identify any particular facility or type of 
facility as performing a specific service. 

Petitioners are thoroughly familiar with the use of 
storage in conjunction with pipeline capacity to meet total 
system requirements, both on a peak day and annual basis. 
Based on such experience and on their analysis of the 
CP60-122 Application they contended that (i) there is 
a serious question as to whether the preemption for Winter 
Service of Texas Eastern’s spare capacity, which by its 
nature constitutes cheap expandibility, constitutes the opti- 
mum use of such capacity, (ii) Texas Eastern’s existing 
sales requirements and all or substantially all of the CP60- 
122 sales could be made from the totality of Texas Eastern’s 
existing capacity (if Winter Service were not certificated) 
at a net benefit to existing classes of service of approxi- 
mately $1,200,000, and (iii) the spare capacity would be 
used to serve all classes of service and the costs thereof 
should accordingly be allocated to all such classes of service. 

If Winter Service can be supplied from storage and off- 
peak pipeline capacity, why cannot the CP60-122 sales? 
Petitioners believe that some or all of them could be. Oak- 
ford storage has been used for many years, in conjunction 
with the rest of Texas Eastern’s facilities, to render simi- 
lar firm service (R. 443, 690, 759). Texas Eastern pro- 
poses to make 5,042,100 Mcf of Winter Service sales from 
Oakford Storage and existing pipeline facilities. If this 
volume is divided by 365 days, the result is 14,150 Mcf per 
day. If Winter Service were not certificated, the spare 
capacity that enables Texas Eastern to deliver this volume 
of Winter Service gas would enable Texas Eastern to make 
the same volume of CP60-122 sales, if not more. 
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Petitioners are entitled to a hearing on the extent to 
which the CP60-122 sales could be made from Texas East- 
ern’s existing spare capacity and on the optimum use of 
such capacity. By denying Petitioners’ Motion to Reopen, 
the Commission forestalled its proof of this point and since 
such proof was forestalled, it must be taken as proved, City 
of Pittsburgh v. FPC, supra. The Commission’s failure 
to analyze and answer Petitioners’ contentions and to make 
adequate findings based on evidence discloses the lack 
of rational basis required by law for denying Petitioners’ 
Motion. Administrative Procedure Act, Sections 8(b) and 
10(e), cf. Capital Transit Co. v. Public Utilities Commis- 
sion, supra. 


(2) Denial of Petitioners’ Motion Is Contrary to the Public 
Interest 


By excluding evidence of the interrelationship between 
Winter Service and the CP60-122 Application the Com- 
mission relegates itself to piecemeal examination of the 
various facilities required by Texas Eastern to supply these 
services. 

These questions as to the nature and extent of Texas 
Eastern’s spare capacity and the optimum use thereof can 
only be answered in a concurrent hearing. For the Com- 
mission to limit itself to the evidence in the Winter Service 
proceedings improperly limits the Commission’s vision as 
to the broad public interest, cf., Michigan Consolidated Gas 
Company v. FPC, (1960) 283 F2d 204, App. D. C. 

, City of Pittsburgh v. FPC, supra, at p. 751 (Note 
28). As stated in Midwestern Gas Transmission Co. v. 
F.P.C., (1958) 258 F 2d 660, 668, 103 App. D. C— 
“The Commission should not adopt procedures that fore- 
close full inquiry into broad public interest questions 
either patent or latent.” 

Where mutually exclusive applications are filed with a 
regulatory agency, a comparative-hearing is necessary to 
determine which would better serve the public interest. 
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Ashbacker Radio Corp. v. F.C.C., (1945) 326 U. S. 327; 
Midwestern Gas Transmission Company V. F.P.C., supra. 
Certainly where a regulated pipeline company files an appli- 
cation proposing a particular use of its existing spare capac- 
ity and then files another to be effective concurrently with the 
first and which might reasonably make a mutually exclusive 
use of such spare capacity, a comparative hearing should 
be required. The Commission should not foreclose an in- 
quiry into facts relevant to this issue, cf., Clarksburg Pub- 
lishing Co. v. F.C.C., (1955) 225 F 2d 511, 515, 96 App. 
D. C. 211. Where it does foreclose such an inquiry upon 
an arbitrary basis, it precludes itself from finding under 
Section 7(e) of the Act that the proposed expansion is 
required “by the present or future public convenience and 
necessity”. 


“ the function of the agencies to which Congress 
has delegated these responsibilities is to examine the 
relevant past and present and then to exercise a 
rational judgment upon that data to ascertain the 
public convenience and necessity in the reasonably 
foreseeable future.” American Airlines, Inc. v. CAB 
(1951) 192 F 2d 417, 421, 89 App. D. C. 365, 369. 


In City of Pittsburgh, supra, after citing the American 
Airlines case, this Court criticized the Commission for clos- 
ing its eyes to the relative advantage or disadvantages of 
the authorization appealed from in that case, in the light of 
future expansion. In this case the Commission refused to 
consider a concurrent expansion. Thus, its action here is 
even more improper than in the City of Pittsburgh case 
because of the immediacy and direct inter-relationship of 
the CP60-122 expansion. 


CONCLUSION 


For the foregoing reasons we submit that the Commis- 
sion’s order here under review should be reversed and that 
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the proceedings should be remanded to the Respondent, 
Federal Power Commission, for reopening and consolida- 
tion with the CP60-122 Application, for a determination of 
the just and reasonable and not unduly discriminatory or 
preferential rate for Winter Service in accordance with the 
standards of Section 4 of the Act, and for a determination 
of whether the Winter Service would be economically feasi- 
ble at the rate so determined. 
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APPENDIX OF STATUTES AND REGULATIONS 


Natural Gas Act, Act of June 21, 1938, c. 556, 52 
Stat. 821, as Amended February 7, 1942, c. 49, 56 Stat. 83, 
July 25, 1947, c. 333, 61 Stat. 459, March 27, 1954, c. 115, 
68 Stat. 36, and August 28, 1958, 72 Stat. 947 U.S.C. A., 
Title 15, sec. 717 et seq. 


Sec. 4. (a) All rates and charges made, demanded, 
or received by any natural-gas company for or in connec- 
tion with the transportation or sale of natural gas sub- 
ject to the jurisdiction of the Commission, and all rules 
and regulations affecting or pertaining to such rates or 
charges, shall be just and reasonable, and any such rate 
or charge that is not just and reasonable is hereby 
declared to be unlawful. 


(b) No natural-gas company shall, with respect to 


any transportation or sale of natural gas subject to the 
jurisdiction of the Commission, (1) make or grant any 
undue preference or advantage to any person OF sub- 
ject any person to any undue prejudice or disadvantage, 
or (2) maintain any unreasonable difference in rates, 
charges, service, facilities, or in any other respect, either 
as between localities or as between classes of service. 


(c) Under such rules and regulations as the Com- 
mission may prescribe, every natural-gas company shall 
file with the Commission, within such time (not less 
than sixty days from the date this act takes effect) and 
in such form as the Commission may designate, and 
shall keep open in convenient form and place for pub- 
lic inspection, schedules showing all rates and charges 
for any transportation or sale subject to the jurisdiction 
of the Commission, and the classifications, practices, and 
regulations affecting such rates and charges, together 


A-2 


with all contracts which in any manner affect or relate 
to such rates, charges, classifications, and services. 


(d) Unless the Commission otherwise orders, no 
change shall be made by any natural-gas company in 
any such rate, charge, classification, or service, or in 
any rule, regulations, or contract relating thereto, except 
after thirty days’ notice to the Commission and to the 
public. Such notice shall be given by filing with the 
Commission and keeping open for public inspection new 
schedules stating plainly the change or changes to be 
made in the schedule or schedules then in force and the 
time when the change or changes will go into effect. 
The Commission, for good cause shown, may allow 
changes to take effect without requiring the thirty days’ 
notice herein provided for by an order specifying the 
changes so to be made and the time when they shall 
take effect and the manner in which they shall be filed 
and published. 


(e) Whenever any such new schedule is filed the 
Commission shall have authority, either upon complaint 
of any State, municipality, or State commission, or upon 
its own initiative without complaint, at once, and if it so 
orders, without answer or formal pleading by the natu- 
ral-gas company, but upon reasonable notice, to enter 
upon a hearing concerning the lawfulness of such rate, 
charge, classification, or service; and, pending such hear- 
ing and the decision thereon, the Commission, upon filing 
with such schedules and delivering to the natural-gas 
company affected thereby a statement in writing of its 
reasons for such suspension, may suspend the operation 
of such schedule and defer the use of such rate, charge, 
classification, or service, but not for a longer period 
than five months beyond the time when it would other- 
wise go into effect: Provided, That the Commission 
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shall not have authority to suspend the rate, charge, 
classification, or service for the sale of natural gas for 
resale for industrial use only; and after full hearings, 
either completed before or after the rate, charge, classi- 
fication, or service goes into effect, the Commission may 
make such orders with reference thereto as would be 
proper in a proceeding initiated after it had become 
effective. If the proceeding has not been concluded and 
an order made at the expiration of the suspension period, 
on motion of the natural-gas company making the filing, 
the proposed change of rate, charge, classification, or 
service shall go into effect. Where increased rates or 
charges are thus made effective, the Commission may, 
by order, require the natural-gas company to furnish a 
bond, to be approved by the Commission, to refund any 
amounts ordered by the Commission, to keep accurate 
accounts in detail of all amounts received by reason of 
such increase, specifying by whom and in whose behalf 
such amounts were paid, and, upon completion of the 
hearing and decision, to order such natural-gas company 
to refund, with interest, the portion of such increased 
rates or charges by its decision found not justified. At 
any hearing involving a rate or charge sought to be in- 
creased, the burden of proof to show that the increased 
rate or charge is just and reasonable shall be upon the 
natural-gas company, and the Commission shall give to 
the hearing and decision of such questions preference 
over other questions pending before it and decide the 
same as speedily as possible. [52 Stat. 822 (1938) ; 15 
U.S.C. § 717c] 


*x * * 


Sec. 7. (a) 
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(c) No natural-gas company or person which will be 
a natural-gas company upon completion of any proposed 
construction or extension shall engage in the transporta- 
tion or sale of natural gas, subject to the jurisdiction of 
the Commission, or undertake the construction or exten- 
sion of any facilities therefor, or acquire or operate any 
such facilities or extensions thereof, unless there is in 
force with respect to such natural-gas company a certifi- 
cate of public convenience and necessity issued by the 
Commission authorizing such acts or operations: Pro- 
vided, however, That if any such natural-gas company or 
predecessor in interest was bona fide engaged in trans- 
portation or sale of natural gas, subject to the jurisdic- 
tion of the Commission, on the effective date of this 
amendatory Act, over the route or routes or within the 
area for which application is made and has so operated 
since that time, the Commission shall issue such certifi- 
cate without requiring further proof that public con- 
venience and necessity will be served by such operation, 
and without further proceedings, if application for such 
certificate is made to the Commission within ninety days 
after the effective date of this amendatory Act. Pending 
the determination of any such application, the continu- 
ance of such operation shall be lawful. 

In all other cases the Commission shall set the matter 
for hearing and shall give such reasonable notice of the 
hearing thereon to all interested persons as in its judg- 
ment may be necessary under rules and regulations to be 
prescribed by the Commission; and the application shall 
be decided in accordance with the procedure provided in 
subsection (e) of this section and such certificate shall 
be issued or denied accordingly : Provided, however, That 
the Commission may issue a temporary certificate in 
cases of emergency, to assure maintenance of adequate 
service or to serve particular customers. without notice 
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or hearing, pending the determination of an application 
for a certificate, and may by regulation exempt from the 
requirements of this section temporary acts or operations 
for which the issuance of a certificate will not be required 
in the public interest. [52 Stat. 825 (1938), as amended, 
56 Stat. 83 (1942); 15 U. S.C. § 717£ (c)] 


(d) Application for certificates shall be made in 
writing to the Commission, be verified under oath, and 
shall be in such form, contain such information, and no- 
tice thereof shall be served upon such interested parties 
and in such manner as the Commission shall, by. regula- 
tion, require. [56 Stat. 84 (1942); 15 U.S.C. §717f 
(4)] 


(e) Except in the cases governed by the provisos 
contained in subsection (c) of this section, a certificate 
shall be issued to any qualified applicant therefor, au- 


thorizing the whole or any part of the operation, sale, 
service, construction, extension, or acquisition covered 
by the application, if it is found that the applicant is 
able and willing properly to do the acts and to perform 
the service proposed and to conform to the provisions of 
the Act and the requirements, rules, and regulations of 
the Commission thereunder, and that the proposed serv- 
ice, sale, operation, construction, extension, or acquisi- 
tion, to the extent authorized by the certificate, is or will 
be required by the present or future public convenience 
and necessity ; otherwise such application shall be denied. 
The Commission shall have the power to attach to the 
issuance of the certificate and to the exercise of the 
rights granted thereunder such reasonable terms and 
conditions as the public convenience and necessity may 


require. [56 Stat. 84 (1942); 15 U. S. C. § 7178 (e)] 


* * * 
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(g) Nothing contained in this section shall be con- 
strued as a limitation upon the power of the Commis- 
sion to grant certificates of public convenience and 
necessity for service of an area already being served by 
another natural-gas company. [56 Stat. 84 (1942); 15 
U.S.C. §717£(¢)] 


* * * 


Regulations Under The Natural Gas Act, 18 CFR 
152 et seq. 


Sec. 154.63 * * * 
(b) **** 
(3) * * * * 


Statement I—Allocation of over-all cost of service. 
This statement shall show the allocation of the over-all 
cost of service (Statement A), between the jurisdictional 
and the non-jurisdictional sales and services. The state- 
ment shall show the allocation of the operating expenses 
(by functional classifications), depreciation, depletion 
and amortization expenses, income taxes, other taxes and 
return, and for each such cost of service item the state- 
ment shall show the allocation ratio or ratios used, in- 
cluding the derivation of such ratios. The methods and 
the procedures used in allocating the costs shall be set 
forth in such detail as to readily disclose the principles 
and steps followed. Where a demand factor is used in 
allocating costs, full details of the classification of costs 
to that factor and of the bases of allocation, such as 
respective loads during peak period, etc., shall be given. 
The deliveries to jurisdictional and non-jurisdictional 
customers on the three continuous days of maximum 
transmission system deliveries during October, Novem- 
ber, December, January, February, and March within the 
12 months of actual experience shall be shown and 
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classified as between firm, interruptible, exchange, emer- 
gency, etc., gas deliveries. In addition, there shall be 
shown the estimated three-day corresponding data for 
the test period, if expected to be different from actual 
experience. 


This statement shall include a schedule showing by 
months, and total thereof, for the same twelve months 
of actual experience, the company’s Gas Account, in the 
form required by the Commission’s Annual Report Form 
No. 2, page 121. In addition, there shall be shown cor- 
responding data estimated for the test period, if ex- 
pected to be different from the actual experience. 

Statement J—Allocation of cost of service by zones. 
If the rates on file are zoned, or if it is proposed to es- 
tablish zone rates, the cost of service for the test period 
shall be further allocated to the existing or proposed rate 
zones. A detailed description of methods and procedures 
used to allocate cost to zones shall be given. Where 
zones are sought to be established for the first time, 
the reasons for this establishment and for the zone 
boundaries selected shall be set forth. 


Sec. 157.14 * * * 
(a) * OK 


(18) Exhibit P—Tariff. (i) A statement of the 
rates to be charged for the proposed sales or service, 
including: (a) Identification of the applicable presently 
effective rate schedules, when no additional tariff filings 
will be required, or (b) when changes are required in 
applicant’s presently effective tariff, or if applicant has 
no tariff, pro forma copies of appropriate changes in or 
additions to the effective tariff or a pro forma copy of 
the new gas tariff proposed. 
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(ii) When new rates or changes in present rates 
are proposed or when the proposed facilities will result 
in a material change in applicant’s average cost of 
service, such statement shall be accompanied by sup- 
porting data showing: 


(a) System cost of service for the first calendar 
year of operation after the proposed facilities are placed 
in service. 


(b) An allocation of such costs to each particular 
service classification, with the basis for each allocation 
clearly stated. 


(c) The proposed rate base and rate of return. 


(d) Gas operating expenses, segregated functionally 
by accounts. 


(e) Depletion and depreciation. 
(f) Taxes with the basis upon which computed. 


Administrative Procedure Act, Act of June 11, 1946, 
c. 324, § 2, 60 Stat. 237, as amended Aug. 8, 1946, c. 870, 
Title III, § 302, 60 Stat. 918; Aug. 10, 1946, c. 951, Title 
VI, § 601, 60 Stat. 993; Mar. 31, 1947, c. 30, §6(a), 61 
Stat. 37; June 30, 1947, c. 163, Title II, § 210, 61 Stat. 
201; Mar. 30, 1948, c. 161, Title III, § 301, 62 Stat. 99, 
U.S.C. A. Title 5, sec. 1001 et seq. . 


Sec. 7. Hearings; presiding officers; powers 
and duties; burden of proof; evidence; record as 
basis for decision 


In hearings which section 4 or 5 of this Act requires 
to be conducted pursuant to this section— 


(a) There shall preside at the taking of evidence 
(1) the agency, (2) one or more members of the body 
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which comprises the agency, or (3) one or more ex- 
aminers appointed as provided in this chapter; but 
nothing in this chapter shall be deemed to supersede the 
conduct of specified classes of proceedings in whole or 
part by or before boards or other officers specially pro- 
vided for by or designated pursuant to statute. The 
functions of all presiding officers and of officers par- 
ticipating in decisions in conformity with section 8 of 
this Act shall be conducted in an impartial manner. Any 
such officer may at any time withdraw if he deems him- 
self disqualified; and, upon the filing in good faith of 
a timely and sufficient affidavit of personal bias or dis- 
‘qualification of any such officer, the agency shall de- 
termine the matter as a part of the record and decision 
in the case. 


(b) Officers presiding at hearings shall have au- 
thority, subject to the published rules of the agency and 


within its powers, to (1) administer oaths and affirma- 
tions, (2) issue subpenas authorized by law, (3) rule 
upon offers of proof and receive relevant evidence, (4) 
take or cause depositions to be taken whenever the ends 
of justice would be served thereby, (5) regulate the 
course of the hearing, (6) hold conferences for the 
settlement or simplification of the issues by consent of 
the parties, (7) dispose of procedural requests or sim- 
ilar matters, (8) make decisions or recommend deci- 
sions in conformity with section 8 of this Act, and 
(9) take any other action authorized by agency rule 
consistent with this chapter. 


(c) Except as statutes otherwise provide, the pro- 
ponent of a rule or order shall have the burden of proof. 
Any oral or documentary evidence may be received, but 
every agency shall as a matter of policy provide for 
the exclusion of irrelevant, immaterial, or unduly repe- 
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titious evidence and no sanction shall be imposed or rule 
or order be issued except upon consideration of the 
whole record or such portions thereof as may be cited 
by any party and as supported by and in accordance 
with the reliable, probative, and substantial evidence. 
Every party shall have the right to present his case or 
defense by oral or documentary evidence, to submit re- 
buttal evidence, and to conduct such cross-examination 
as may be required for a full and true disclosure of the 
facts. In rule making or determining claims for money 
or benefits or applications for initial licenses any agency 
may, where the interest of any party will not be preju- 
diced thereby, adopt procedures for the submission of 
all or part of the evidence in written form. 


(d) The transcript of testimony and exhibits, to- 
gether with all papers and requests filed in the proceed- 
ing, shall constitute the exclusive record for decision in 


accordance with section 8 of this Act and, upon payment 
of lawfully prescribed costs, shall be made available to 
the parties. Where any agency decision rests on official 
notice of a material fact not appearing in the evidence 
in the record, any party shall on timely request be af- 
forded an opportunity to show the contrary. June 11, 
1946, c. 324, § 7, 60 Stat. 241. 


Sec. 8. Initial decisions; conclusiveness; re- 
view by agency; submissions by parties; contents 
of decisions; record 


In cases in which a hearing is required to be con- 
ducted in conformity with section 7 of this Act— 
* * 5 
(b) Prior to each recommended, initial, or tentative 
decision, or decision upon agency review of the decision 
of subordinate officers the parties shall be afforded a 
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reasonable opportunity to submit for the consideration 
of the officers participating in such decisions (1) pro- 
posed findings and conclusions, or (2) exceptions to the 
decisions or recommended decisions of subordinate offi- 
cers or to tentative agency decisions, and (3) support- 
ing reasons for such exceptions or proposed findings or 
conclusions. The record shall show the ruling upon each 
such finding, conclusion, or exception presented. All 
decisions( including initial, recommended, or tentative 
decisions) shall become part of the record and include a 
statement of (1) findings and conclusions, as well as 
the reasons or basis therefor, upon all the material 
issues of fact, law, or discretion presented on the record; 
and (2) the appropriate rule, order, sanction, relief, or 
denial thereof. June 11, 1946, c. 324, § 8, 60 Stat. 242. 


* * * 


Sec. 10. Judical review of agency action 


Except so far as (1) statutes preclude judicial review 
or (2) agency action is by law committed to agency 


discretion. 
* * * 


Scope of review 


(e) So far as necessary to decision and where pre- 
sented the reviewing court shall decide all relevant 
questions of law, interpret constitutional and statutory 
provisions, and determine the meaning or applicability of 
the terms of any agency action. It shall (A) compel 
agency action unlawfully withheld or unreasonably de- 
layed; and (B) hold unlawful and set aside agency 
action, findings, and conclusions found to be (1) arbi- 
trary, capricious, an abuse of discretion, or otherwise 
not in accordance with law; (2) contrary to constitu- 
tional right, power, privilege, or immunity; (3) in ex- 


A-12 


cess of statutory jurisdiction, authority, or limitations, 
or short of statutory right; (4) without observance of 
procedure required by law; (5) unsupported by sub- 
stantial evidence in any case subject to the require- 
ments of sections 7 and 8 of this Act or otherwise 
reviewed on the record of an agency hearing provided 
by statute; or (6) unwarranted by the facts to the extent 
that the facts are subject to trial de novo by the review- 
ing court. In making the foregoing determinations the 
court shall review the whole record or such portions 
thereof as may be cited by any party, and due account 
shall be taken of the rule of prejudicial error. June 11, 
1946, c. 324, § 10, 60 Stat. 243. 
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COUNTERSTATEMENT OF THE QUESTIONS PRESENTED 


In the opinion of respondent, this petition for review pre- 
sents the following questions: 

1. Is there substantial evidence on the record to support the 
findings of the Federal Power Commission that the initial rate 
at which it has certificated Texas Eastern Transmission Com- 
pany to perform a new kind of service is just and reasonable, 
and not unduly discriminatory against those existing cus- 
tomers who do not intend to use that service? 

2. Did the Commission employ a rational method for al- 
locating a portion of Texas Eastern’s system-wide costs to the 
new Winter Service and did it design a Winter Service rate 
that will recover its share of those costs? 

3. Was the Commission obliged to give detailed discussion 
to the petitioners’ allegations of “inconsistencies” in the Com- 
mission’s application of its allocation method when the allega- 
tions were based upon patent misunderstanding of that 
method? 

4. Did the Commission abuse its discretion in declining to 
reopen the record and consolidate the Winter Service appli- 
cation with an application for expansion of firm service filed 
by Texas Eastern after the close of hearing in view of the fact 
that the petitioners had had complete freedom to explore the 
relationship between the two proposals at the Winter Service 
hearing? 

qa) 


INDEX 


Counterstatement of questions presented 
Counterstatement of the case 
Background of the Winter Service proposal_ 
The Winter Service proposal 
Hearing and decision 


Argument: ; 
I. The Winter Service rate, as determined by the Commission, 


does not discriminate against petitioners 
A. Segregation of costs has not resulted in an unduly 


B. Petitioners’ version of the “rolled-in” allocation 
method is defective and inequitable 

C. The Commission’s choice of a segregated-cost- 
method was rational and should not be disturbed 
by this Court. 

II. The Commission has applied the segregated-cost allocation 
method correctly and consistently 

A. Station 21-A was properly used as a starting point 
for allocation of transmission costs. 

B. There was no inconsistency in estifnating volumes of 
Winter Service for allocation purposes 

C. The credit to Winter Service was not excessive... 

D. The income tax deduction for interest payments was 
properly allocated 

E. The Commission’s order complied with Section 8(b) 
of the Administrative Procedure Act 

III. Substantial evidence supports the Commission’s determina- 
tion that the rates at which Winter Service has been cer- 
tificated are “just and reasonable” 

IV. The Commission did not err in denying petitioners’ motion 
to reopen the proceeding and consolidate it with Texas 
Eastern’s application in CP60-122 : 

A. The alleged inconsistencies are nonexistent 
1. The line-loss contingency 
2. Amount of peak day withdrawals from Oak- 


4. Interest rates. 
B. Petitioners have had full opportunity to explore the 
interrelationship of the two applications. 
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COUNTERSTATEMENT OF THE CASE 


_ The Federal Power Commission, acting pursuant to Section 
7(c) and (e) of the Natural Gas Act,’ 15, U.S.C. 717f(c) and 
(e), has granted to Texas Eastern Transmission Company & 
certificate of public convenience and necessity to construct cer- 
tain new facilities and to perform a new kind of service, known 
as Winter Service... The petitioners, who are subsidiaries of the 
Columbia Gas System? and purchasers from Texas Eastern 
in Ohio, Pennsylvania and West Virginia, are now seeking to 
have that order set aside on the ground that the initial rate set 
for the service is unduly low. 

Background of the Winter Service proposal.—Texas Eastern 
presently sells under long-term contracts about 600,000,000 
Mcf (1,000 cubic feet) of gas annually to some 75 local distrib- 
utors located along its pipeline from Louisiana to Staten Island, 
N.Y. (R. 3929). An affiliated corporation, Algonquin Gas 
Transmission Company, purchases gas from Texas Eastern at 
the end of its system and transmits it throughout New England. 
These long-term contracts are subject to the terms of one or 
more of Texas Eastern’s three basic rate schedules, the DCQ, the 
GS, and the SGS, on file with the Commission. Each of the 
contracts specifies a maximum amount of gas that the customer 
has a right to claim on any one day, known as the maxmum 
daily quantity. Under the DCQ and GS schedules, which are 
applicable to the great bulk of Texas Eastern’s sales, the cus- 
tomers pay a certain fixed charge per month for each Mef of 
their maximum daily quantity in addition to a fixed amount 
per Mef of gas actually taken. It is to the advantage of the 
customer to have as little variation as possible between.the 
amount of its gas requirements on peak days and its off-peak 
needs; for it must in any event pay for pipeline capacity that 
has been reserved for its peak-day use.* 


12 Natural Gas Act, Act of June 21, 1988, c. 556, 52 Stat. 821-833, as 
amended, 15 U.S.C. 717-T7i7w. Copies of the Act will be lodged with the 
Clerk for the convenience of the Court. 

* We will sometimes refer to the petitioners as the Columbia Companies. 

* "The “load factor” measures the extent to which a purchaser uses the gas 
to which it is contractually entitled. It is the ratio of average daily par- 
chases for the year to peak-day purchases. 
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The growing use of natural gas for residential space heating 
has tended, however, to widen the variation between peak-day 
demand and off-peak demand. Thus some of Texas Eastern’s 
customers have found that, while they have to pay for unused 
capacity in the summer, they require more gas during the cold- 
est winter days than can be supplied under the firm schedules. 
In some instances they have had to resort to supplementing 
their natural gas supply with manufactured gas, which may not 
be entirely compatible with natural gas (R. 2920-21). 

The sharp dip in off-peak demand for gas has created prob- 
lems for Texas Eastern as well. One of its officials testified 
that, during the summer months, it frequently found that there 
were no customers for gas that it was contractually obligated 
to take, and it was “in a position of having to pay for gas 
which * * *fitJcould not physically take into the system or 
dispose of” (R. 787). 

Eventually Texas Eastern evolved its plan for Winter Serv- 
ice, with the aim both of utilizing more gas during the off-peak 
season and of helping its customers meet their requirements for 
additional gas during the winter season. The new Winter 
Service was designed to take advantage of the unique benefits 
arising from the use of underground storage. During the sum- 
mer months gas may be injected into the storage fields, which 
are usually depleted gas fields, relatively close to the area where 
winter needs are most intense; and during periods of peak de- 
mand the gas is withdrawn from storage. Prior to its appli- 
cation to render Winter Service, Texas Eastern was making 
use of storage facilities to a limited extent. It owned an un- 
divided fractional interest in Oakford storage field, about 
twenty miles southeast of Pittsburgh, and was using it in part 
to render a storage service, the so-called X~-28 service, for 
Transcontinental Gas Pipe Line Company and in part for its 
own purposes. 

The Winter Service proposal—On July 14, 1959, Texas 
* Eastern filed with the Commission an application for a certifi- 
cate to render Winter Service. The service was to be made 
possible by using spare capacity of the existing Oakford stor- 
age field and by activating another storage field, Leidy, ap- 
proximately 150 miles northeast of Oakford, near Tamarack, 
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Pennsylvania. The proposal also required the construction of 
a lateral pipeline from Texas Eastern’s main line to the Leidy 
field and the construction of some pipeline loops on a portion 
of one of the main lines, from the Susquehanna River east to 
New Jersey. The total estimated capital cost for the project 
was some $46,000,000 (R. 1710). 

Before filing its application with the Commission, Texas 
Eastern surveyed the needs of all its customers for some sort of 
winter peaking service.* And, when plans became more defi- 
nite, it offered Winter Service deliveries to all customers pur- 
chasing under long-term firm contracts (R. 796-98). Twenty 
of its existing customers expressed the desire to purchase quan- 
tities of Winter Service gas as did two natural gas distributors, 
Consolidated Edison Company and Long Island Lighting Com- 
pany, who were not then customers of Texas Eastern. The 
petitioners, Columbia Companies, which have vast storage re- 
sources of their own (R. 1534), chose not to avail themselves of 
Texas Eastern’s offer. 

As proposed by Texas Eastern, Winter Service is a firm serv- 
ice available during the 151-day period from November 16 to 
April 15. Each customer contracts to take a specified quantity 
of gas (known as the Winter Contract Quantity) during that 
period; and it must pay for all of that quantity whether or not 
taken. The Winter Service customer is limited in the amount 
of gas that it may demand on any one day of the peak period 
to teoth of the Winter Contract Quantity. Texas Eastern 
proposed to charge for Winter Service an initial rate averaging 
68.3¢ per Mef (R. 2225-29). 

Hearing and decision—In June 1960, extensive hearings 
were held upon the Winter Service application. Almost all 
the hearing was devoted to a single question: what initial rate 
should be charged for Winter Service? In response to the per- 
sistent suggestion of the petitioners that the initial rate should 
receive more detailed consideration than is customarily given 
in a Section 7 certification proceeding, the presiding examiner 
received in evidence a number of conflicting presentations re- 

“Pursuant to a series of temporary authorizations issued by the Commis- 


ston, see, ¢.g., 16 FPC 887, Texas Eastern has been rendering a temporary 
Winter Service out of Oakford for the past four winters. 
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garding both the general theory to be used in determining 8 
Winter Service rate and the details of the various calculations. 
The Columbia Companies, who alone among Texas Eastern’s 
existing customers were. contending that the initial rate pro- 
posed by Texas Eastern was too low and would discriminate 
against the customers not using the service, took a particularly 
active part on the rate question.. Their witnesses expressed 
vigorous. disagreement with Texas Eastern’s fundamental 
theory of cost allocation, and also submitted exhibits that they 
thought corrected it in many particulars; but they did not sub- 
mit a proposed rate of their own. The Commission staff, on 
the other hand, supported the general approach taken by Texas 
Eastern but, through testimony and exhibits, proposed certain 
modifications that resulted in an average rate (if the full 
Winter Service Quantity is taken) of 74.6¢ per Mef. 

On June 22, 1960, the presiding examiner issued his decision 
(R. 5116-57). He found that the record, without any con- 
troversy of substance, revealed the proposed Winter Service 
to be a desirable one from the standpoint both of Texas Eastern 
and the customers receiving the service. On the rate question 
he determined that the 74.6¢ rate proposed as an initial rate 
by the staff would be “just and reasonable” within the meaning 
of Section 4 of the Natural Gas Act, 15 U.S.C. 717c. Accord- 
ingly, he conditioned issuance of the certificate upon Texas 
Eastern’s acceptance of a 74.6¢ rate instead of its proposed 
rate. In reaching these conclusions the examiner indicated 
that he found the testimony of the Columbia Companies’ wit- 
nesses to be unpersuasive and based upon an insufficient fa- 
miliarity with the operation of gas transmission systems in 
general and Texas Eastern’s system in particular (R. 5137). 

The Columbia Companies thereupon filed detailed and ex- 
tensive exceptions to the decision of the presiding examiner. 
These were denied by the Commission in an order issued on Sep- 
tember 1, 1960 (R. 5502-04).° Save for several slight modifica- 
tions not involved herein, the Commission accepted in full the 
decision and reasoning of the examiner. In addition it denied 


*The Commission’s order, together with the examiner’s decision, is re- 
ported at 24 FPC 364. 
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a motion, made by the Columbia Companies subsequent to the 
examiner’s decision, to reopen the proceedings in order to 
consider the Winter Service proposal together with Texas 
Eastern’s application in FPC Docket No. CP60-122, filed after 
the close of Winter Service hearing, for expansion of some 
existing services. ‘The Commission denied the Columbia 
Companies’ timely application for rehearing of its order as 
well as their motion for a stay of that order (R. 5712-13). The 
present petition for review, filed pursuant to Natural Gas Act 
Section 19(b), 15 U.S.C. 717r(b), followed. srabah Ss 


SUMMARY OF ARGUMENT - 


The Winter Service rate which the Commission has deter- 
mined rests upon a rational and fair cost-allocation method. 
Under its segregated-cost approach the Commission has allo- 
cated to Winter Service all the cost of the new facilities needed 
for Winter Service and a fair portion of the cost of existing 
pipeline and storage. 4 : 

The petitioners attack the segregated-cost method by attrib- 
uting to the Commission a foolish reason for choosing it. The 
Commission’s actual reason bears no relation to the alleged 
“carving out of low-cost facilities from an integrated system.” 
The Commission has used a segregated-cost method not be- 
cause it thinks that all gas to be delivered to Winter Service 
customers will physically come from the storage fields but 
because the Winter Service is so uniquely designed to fit in 
with the operating characteristics of storage that the costs of 
storage and especially of activating a new storage field are 
properly imposed on Winter Service alone and not on the exist- 
ing year-round firm services. Selection of the most appropriate 
allocation and rate-design method is a function peculiarly for 
the Commission and not for the reviewing courts; since the 
Commission’s choice in this instance is a rational one, it should 
not be disturbed. 4 

A constant theme running through petitioners’ brief is that 
“low cost” facilities have been assigned to Winter Service under 
the segregated-cost approach, and that use of a “rolled in” 
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allocation method, which petitioners say they favor, would re- 
sult in a higher Winter Service rate. We will demonstrate that 
both of these assertions are belied both by the facts of the rec- 
ord and by the general experience of natural-gas regulation. 
As to the first of the assertions the petitioners’ attempt to char- 
acterize storage as a cheap facility proceeds in total disregard 
of the fact that transmission costs must be incurred in getting 
gas from the producing fields tc the storage fields and that the 
Winter Service rate includes a proper charge for those costs. 
With regard to the second of the assumptions we demonstrate 
that the petitioners have relied not on the inherent theory of a 
rolling in of costs but rather on an illogical and thoroughly 
discredited version of the rolled-in method presented by one 
of their witnesses. That version has two critical defects: 1) 
in allocating transmission costs it treats storage in a manner 
inconsistent with the basic rationale of the method, with the 
effect of imposing heavy additional costs on customers down- 
stream from the storage field; and 2) it refuses to give any 
recognition to the significant respects, explained by the Com- 
mission’s presiding examiner, in which Winter Service differs 


from Texas Eastern’s existing year-round firm services. 


II 


The petitioners allege that in four instances the Commission 
has made arbitrary and inconsistent application of the segre- 
gated-cost method and that these were further “stratagems” 
to keep the Winter Service rate low. At least two of these 
allegations—with respect to the volume of Winter Service gas 
using existing transmission facilities and with respect to a 
credit to Winter Service that the Commission staff witness 
made in computing its cost—are simply misstatements of what 
in fact was done. Another, the complaint about the use of 
Station 21A as a starting point in allocating Winter Service’s 
share of the cost of existing pipeline represents an attempt 
to attribute significance to zone boundaries which properly 
played no part in the construction of the Winter Service rate 
and are accordingly irrelevant. The final allegation, regarding 
the income-tax deduction used in computing the Winter Serv- 
ice cost of service, is a bare assertion of impropriety without 
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any supporting reasoning. We show that the deduction in 
question was entirely consistent with the segregated-cost al- 
location method. 

The Commission decision in this case fully complied with 
the requirements of section 8(b) of the Administrative Pro- 
cedure Act since the Commission, having supplied an adequate 
affirmative statement of its reasoning, was not obliged to give 
detailed discussion to a series of allegations having so little 
substance and being so plainly contradicted by material of 
record. 

Tit 


The Commission determination that the Winter Service rate 
is “just and reasonable” as an initial rate finds adequate sup- 
port in the record. We point out that the present determina- 
tion does not foreclose any Commission reconsideration in the 
event actual operating experience with Winter Service reveals 
gome significant change or in the event the Commission should 
undertake fresh examination of all of Texas Eastern’s rates 
and allocation methods. 

The Commission’s rate determination reflected the neces- 


sary allocation to Winter Service of its proper share of the 
cost of facilities used jointly with existing services and the 
petitioners’ allegations to the contrary rest in part upon a mere 
quibble about the mechanics of the Commission method and 
in part upon another manifestation of their insistence that 
Winter Service be treated exactly as if it were a 365-day-a- 
year firm service. 


IV 


The Commission properly denied petitioners’ motion, filed 
subsequent to the presiding examiner’s adverse decision, to 
have the Winter Service proceedings reopened and consoli- 
dated for hearing with the CP60-122 application. The peti- 
tioners at the time of the Winter Service hearings knew of 
Texas Eastern’s plans to make an application for authority to 
provide additional firm service; they interrogated a well- 
informed Texas Eastern official about the substance of that 
proposed application; and the record emphatically refutes the 
allegation that details of that application were withheld from 
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them. Moreover, they pursued at length the very question 
they now contend principally needs to be considered in a con- 
solidated proceeding—whether the expansion to be proposed 
by the CP60-122 application could be accomplished to any sub- 
stantial degree by the facilities that would be dedicated to 
Winter Service; and the sole and unrebutted evidence of rec- 
ord answers the question in the negative. Plainly petitioners 
were just asking for another opportunity to do what they had 
had complete freedom to do the first time. 
The present suggestion that a number of the details of the 
CP60-122 application are inconsistent with evidence of rec- 
ord in the Winter Service proceeding ignores the facte that 
these alleged inconsistencies were pointed out to the presiding 
examiner in petitioners’ brief and that he took official notice 
of the CP60-122 application in order to be able to evaluate 
the allegations. As we demonstrate, such an evaluation leads 
inevitably to the conclusion that the supposed inconsistencies 
are illusory. 
; : ARGUMENT 
L The Winter Service Rate, As Determined by the Commis- 
sion, Does Not Discriminate Against Petitioners 


The present petition for review challenges the lawfulness of 
the Commission’s determination, upon a full record and upon 
consideration of the very contentions that are again being raised 
here, that the initial Winter Service rate of 74.6¢ per Mef is 
“tust and reasonable.” Petitioners contend that the Winter 
Service rate has been set so low as to discriminate unlawfully 
against those present customers of Texas Eastern who have 
chosen not to avail themselves of Winter Service. 

For reasons which we will later explain in detail, Winter 
Service is significantly different from any service that Texas 
Eastern is presently performing. Accordingly, the Commis- 
sion, in determining the proper initial rate for that service, was 
unable to resort to the convenient solution, sometimes used in 
pipeline certificate cases, of presuming that the charge for the 
service should be the same as the rate for an existing service. 
Rather it was necessary to adopt a more complex approach : 
to determine the costs that are fairly allocable to the perform- 


9 


ance of Winter Service and to design a rate calculated to re- 
cover those costs. 

The allocation method which the Commission approved, 
and which has been terméd a “segregated cost” method, in- 
volved essentially the assignment to Winter Service of the 
entire cost of all new facilities to be constructed by Texas © 
Eastern in order to. render Winter Service and a share of the 
cost of existing facilities that the service would use. Petition- 
ers purport to object to the “segregated cost” method, con- 
tending that, instead, there should have been a “rollmg-in” 
of costs. Petitioners’ basic argument simply assumes, contrary 
to general understanding, that rolling in of costs would benefit 
existing customers. We will demonstrate that, in fact, peti- 
tioners rely not on the inherent theory of rolling-in costs but 
their peculiar and wholly unjustified version of it. Petitioners’ 
real objection to the Winter Service rate is entirely independent 
of the choice between the two allocation methods and is bot- 
tomed upon their unwillingness to recognize that Winter Serv- 
ice is in any significant respect. different from Texas Eastern’s 
firm, year-round services. But in any event, we will show that 
the Commission’s choice of the “segregated cost” method is 
a fair and rational decision that should not be disturbed by a 
reviewing court. 

A. Segregation of Costs Has Not Resulted in an Unduly Low Rate 


The underlying premise of the petitioners’ attack on the 
segregated-cost allocation method is that its use has resulted 
in an unduly low Winter Service rate. Thus, in the very first 
sentence of their argument (Br. p. 19) petitioners say: 

In order to rationalize the approved WS rate, a find- 
‘ing must be made that specific facilities—the lowest cost 
facilities—can be identified as rendering the service. 
* * * [emphasis added] 

The incessant repetition that Winter Service has been 
assigned “low cost” facilities is accompanied by the unsupported 
assertion that the Commission’s allocation has deprived exist- 
ing services of the “benefit” of storage. But an examination of 
the manner in which the Winter Service rate was constructed 
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will reveal that the facilities assigned to Winter Service are 
anything but low cost and that existing services have been 
deprived of no benefit they presently enjoy. 

The Winter Service rate which the Commission accepted was 
designed by Joseph J. Curry, the Commission staff rate expert. 
It was calculated to recover the following elements of cost which 
he thought to be properly attributable to Winter Service: 

The cost of gas supply at the points of its injection into the 
storage fields—As a cost for gas injected into Oakford Storage 
Field Mr. Curry used the same rate that Texas Eastern receives 
from New York State Natural Gas Company, under the so- 
called ACQ-C rate schedule, for a large quantity of gas that 
Texas Eastern delivers during the off-peak season for injection 
into New York Natural’s share of Oakford, which is located in 
Zone C. Since Texas Eastern had no ACQ rate for Zone D, 
wherein Leidy Storage field is located, Mr. Curry constructed 
such a rate by using the same formula from which the ACQ-C 
rate had been derived. The constructed rate was used as the 
cost of gas injected into Leidy (R 3002). 

Transportation costs east of Station 21A.—To transmit the 
Winter Service quantities out of storage on the peak days of 
the Winter Season will require 334,000 Mef per day of trans- 
mission capacity. The existing syStem east of Compressor Sta- 
tion 21A now has 100,000 Mef of spare peak-day capacity. 
Winter Service will make use of that capacity and was accord- 
ingly assigned the costs associated with it. The remaining 
capacity will be acquired through the construction of new pipe- 
line loops on one of the main lines of the system. The cost 
of this new pipeline construction was assigned in its entirety 
to Winter Service. This application of the segregated-cost 
approach illustrates the fallacy of petitioners’ assumption 
about rolling in of costs. Given the consistently inflationary 
trend of construction costs, it is an almost invariable rule that, 
all other things being equal, the newer the pipeline the higher 
the cost. Thus, Mr. Justice Reed, speaking for this Court in 
Battle Creek Gas Co. v. F.P.C., 108 AppDC 209, 281 F. 2d 42, 
46, indicated that the existing customers and services of the 
pipeline tend to be disfavored by the rolled-in method since 
they must pay a share of the inflated costs of constructing the 
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facilities that make the new service possible. Moreover when 
new facilities are constructed, their entire capital cost must be 
added to the rate base. Under a rolled-in method, this is 
unfavorable to the existing customers and services since there- 
tofore their rates had been predicated upon a rate base consid- 
erably reduced by annual depreciation charges. The present 
allocation of the cost of new pipeline loops entirely to Winter 
Service spares existing customers those burdens. 

Storage-—Winter Service was allocated its proportionate 
share of the cost of operating the existing Oakford storage field 
and all of the cost of activating the new Leidy storage field. 
The latter again includes a substantial element of new, and 
thus relatively higher, construction costs. 

Petitioners’ argument that “lowest-cost” facilities have been 
assigned to Winter Service appears to rest on the contention 
that Winter Service will deprive existing services “of the use 
and benefit from Oakford of 60,634 Mcf/day and 2,212,509 
Mcf/yeéar available at the time of the G-18841 rate filing” 
(Br. p. 22; footnote omitted). 

It should be noted first that the Texas Eastern filing in 
Docket No. G-18841, on which petitioners here rely, does not 
support the premise on which they build, i.e., that 160,616 Mef 
per day from Oakford storage had been dedicated to the ex- 
isting firm services. The 160,616 Mcf, which was designated 
as being for “other use,” was simply a balancing figure derived 
by subtracting 109,384 Mef per day of X-28 storage-service 
deliveries to Transcontinental Gas Pipe Lines, see p. 2 supra, 
from total peak-day deliveries from Oakford storage of 270,000 
Mcf. There is absolutely no indication in the G-18841 filing 
that the remaining Oakford peak-day capacity was either 
dedicated to, or used exclusively for, the existing firm serv- 
ices during the year ending February 1959, to which that 
data relate. In fact, during the winter season of that year, 
Texas Eastern sold approximately 14,000,000 Mcf under its 
Emergency and temporary Winter Service rate schedules (G— 
18841 application, Exhibit G-2 pp. 5-7); the figure for “other 
use” would have included some portion of the amount of peak- 
day deliveries under those services. 
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But even if the Columbia Companies had succeeded in show- 
ing that the Winter Service cost allocation diverted a portion 
of Oakford’s storage from use by the firm services, it would 
not have shown how such “diversion” has cost existing firm 
services a single cent of the $3 million annually petitioners 
allege. Their calculation proceeds upon the entirely errone- 
ous assumption that storage is in effect a cheap source of gas 
supply to Winter Service. The calculation assumes that the 
Winter Service gas gets into the storage fields without incur- 
ring any transmission costs and that the only cost to persons 
taking that gas out of storage is the cost of operating the 
storage field. It is apparent that, in fact, it costs Texas Eastern 
no less to transmit an Mef of gas from the Texas fields to New 
York by way of the Oakford or Leidy storage fields than it 
would cost to transmit that same gas to New York bypassing 
storage. Indeed, the former will cost more because of the costs 
incident to getting the gas into and out of storage. Petitioners’ 
calculation of an annual cost of $9.04 for each Mef of capacity 
from storage (Br. p. 23 fn.) represents the additional costs at- 
tributable to gas from storage and not the entire costs (R. 
3075, 2237). ; 

The Commission staff’s calculation of the Winter Service 
rate, on the other hand, included a charge for the cost of trans- 
mitting the gas into the storage fields (R. 2997). The 34.7¢ 
cost attributed to each Mef of gas injected into Oakford Stor- 
age includes about 14¢ of such transmission costs, for the aver- 
age cost to Texas Eastern for gas purchased at the source of 
supply is but 20.33¢ (R. 3025, 2230). Since the gas is to be 
injected into storage over a 210-day period (April 15-Novem- 
ber 15), the 14¢ represents an annual charge to Winter Service 
of $29.40 per Mef of average-day transmission into storage. 

Moreover, as we shall see in detail below, pp. 32-34, infra, 
the 14¢ per Mef charge for transmission costs has been derived 
by use of one of Texas Eastern’s existing rates and thus re- 
flects a rolled-in allocation of costs upstream from storage, 
of the sort which petitioners appear to favor. Since Winter 
Service is paying its share of the fixed pipeline costs upstream 
from Station 21A, as well as its share of the Oakford storage 
costs, it cannot be diverting any benefits from existing services. 
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Rather, it has assumed part of the burden now being borne by 
existing services—fixed pipeline costs and storage costs that 
otherwise would have to be recovered from the existing serv- 
ices. All other things being equal, this should ultimately lead 
to lower rates for the existing services. 

The only true significance of petitioners’ $64-$9 computa- 
tion, Br., p. 23, is to indicate that where the use of storage is 
a feasible alternative to the expansion of pipeline capacity up- 
stream of storage, it is much more economical to use storage. 
In attempting to add almost $3 million to the annual cost 
of Winter Service, petitioners, in effect, charge Winter Service 
the rate that woyld be necessary if this additional pipeline 
capacity were, nstructed and if, under a segregated-cost 
method, its cost were assigned entirely to Winter Service. 
Yet the petitioners purport to oppose the use of the segregated- 
cost method. 


B. Petitioners’ Version of the “Rolled-in” Allocation Method Is Defective 
and Inequitable 

Just as the petitioners’ opposition to the segregated-cost 
method is based on the erroneous assumption that “low cost’ 
facilities have been assigned to Winter Service, so their espousal 
of a “rolled-in” approach and their assumption that its appli- 
cation would result in a substantially higher Winter Service 
rate rests not on the inherent nature of that approach but on 
their particular version of it, the defects of which appear plainly 
on the record. 

A rate engineer in the employ of the Columbia Companies 
sponsored an exhibit purporting to demonstrate that, if the 
Winter Service costs were rolled into the system-wide costs and 
if the total cost of services were then allocated among Texas 
Eastern’s four rate zones in accordance with the “zone to zone” 
allocation method that he advocated, the result would be a 
Winter Service rate in Zon ef 96.387¢ per Mcf as compared 
with the approved rate of 762¢ (R. 3112). The “zone to zone” 
(or “zone gate”) method for allocating transmission costs in 
effect treats each zone of the pipeline as if it were a separate 
transmission company. The total transmission cost of service 
for each zone is computed, and a portion of that cost is allo- 


596562—61——3 
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cated to the zone according to the ratio of the volume of gas 
consumed in the zone to the volume of gas introduced into the 
zone. This system gives crucial significance to the physical 
locations of facilities regardless of their function in an inte- 
grated pipeline. 

The Columbia witness applied this method by dividing the 
additional costs of transmitting the Winter Service gas among 
the respective zones in which the costs are incurred and by 
adjusting each zone’s ratio of gas introduced to gas consumed 
to reflect the Winter Service deliveries in that zone. When the 
costs allocable to each zone were determined, there remained 
the further problem of determining what part of the costs 
Winter Service sales in that zone ought to bear. The Columbia 
witness did this strictly on the basis of ratios of Winter Service 
peak-day and annual volumes to the peak-day and annual vol- 
umes for all other services in the zone. The effect of this was 
to treat Winter Service as if it were exactly like all the year- 
around firm services Texas Eastern is now rendering. 

The witness’ conclusion that Wj Service ought to bear 
a substantially higher rate than rests solely upon the 
fundamental errors in both e computation—the com- 
putation of each zone’s cost of service and the allocation of 
part of those costs to Winter Service—and not upon the in- 
herent theory of a “rolling in” of costs. 

1) Although the basic “zone-to-zone” theory is that each 
zone should be regarded as a separate transmission unit and 
that the zone cost of service should be based on the facilities 
physically located in the zone, the witness departed from this 
theory to treat storage as if it were an addition to pipeline ca- 
pacity upstream from the storage field. That is, he increased 
the figure for volume of gas introduced into each upstream zone 
on a peak day by the amount that would be delivered from the 
storage field downstream (R. 1470-71, 1497). The effect of 
this was to decrease the share of total transmission costs borne 
by zones A, B, and C and to increase the share borne by Zone 
D, wherein most of the Winter Service sales will be made. The 
presiding examiner correctly observed that Columbia’s exhibit 
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“treated storage as though it were physically located at ‘the 
beginning of the pipeline system at the southern end of Texas” 
(R. 5136), and concluded that the exhibit led to an “absurd” 
result.* 

2) A second, and equally serious defect in this application of 
the rolled-in method came when, in dividing up the costs of 
each zone among the services rendered in that zone, the witness 
made Winter Service share fully in the “demand” element of 
the total cost of service. Under the Commission’s usual rate- 
making practices the “demand” costs include one-half of the 
fixed costs and a portion of the variable costs; they are as- 
sessed among the customers in proportion to the size of their 
share of pipeline flow during the peak period. The petitioners’ 
approach would treat Winter Service as if it were an ordinary 
firm service available 365 days per year but petitioners ignore 
an important finding of the Examiner that renders such an al- 
location of “demand” costs inequitable. 

The presiding examiner noted that most of the 22 proposed 
Winter Service customers are presently purchasing gas under 
one of Texas Eastern’s firm rate schedules at much less than 
100% load factor (R. 5139-40). Each of these customers must 
pay a monthly demand charge for each Mef of gas it has aright 
to receive on any one day (the “Maximum Daily Quantity”) 
as well as a commodity charge for each Mef of gas taken. To 
the extent that a customer is able to bring his average of daily 
purchases close to the level of his maximum purchase on @ 
peak day (that is, increase his “load factor”), his average cost 
per Mcf of total gas supply is reduced; he gets each additional 
Mef of gas, in effect, for the commodity charge alone. The ap- 
proximately 20 million Mcf of estimated annual Winter Service 

*The examiner stated (R. 5136) : 

“e © © Stockhausen reaches the absurd result in his costing methods of 
showing a volume of gas transported on a peak day (1,877,705 Mcfd of gas 
flowing from Zone B to Zone C) in excess of the system capacity (the 
actual flow being 1,889,844 Mcfd or 487,861 Mcf less than the witness used). 


In effect, Stockhausen treated storage as though it were physically located 
at the beginning of the pipeline system at the southern end of Texas * * °.” 
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volume is far less than the amount of extra firm purchases that 
would be necessary to bring these customers up to 100% load 
factor” Accordingly, the examiner found (R. 5140), “the off- 
peak gas to be used to render WS has already had a full firm 
rate-schedule demand charge paid by the WS customers whose 
annual cutback volume exceeds their estimated Winter Service 
volume 2+ o” 8 

If these customers had their own storage facilities (as do the 
petitioners) they would be able to take their maximum daily 
quantity during each day of the off-peak season, paying 


The examiner’s finding to that effect is in no way impugned by the peti- 
tioners’ assertion (Br. p. 23-24) that the customers’ own estimates of the 
amounts they will take under the Texas Eastern firm schedules exceeded 
Texas Eastern’s estimates by some 11 million Mcf per year. Even if we 
were to use the latter estimates, the cutbacks by Winter Service customers 
would still far exceed the amount of proposed Winter Service sales. Thus, 
if we were to deduct 11,400,000 (which indeed includes all customers) from 
the calculation of some 62,500,000 Mcf cutbacks by the 22 Winter Service 
customers, there would still be an amount far in excess of the approxi- 
mately 20,000,000 Mcf volume proposed for Winter Service (R. 5140). 

*It should be noted that Texas Eastern’s GS customers are limited to az 
annual purchase of 270 times the Maximum Daily Quantity (R.443). Thus 
2 GS customer could not increase his off-peak purchases to 100% load factor 
under that schedule because there is built in a 74% load-factor limitation. 
Accordingly, a GS customer who purchases at 74% load factor has not sup- 
plied any “cut-backs” voluntarily. However, the demand charge and the 
commodity charge under the GS schedules are exactly the same as under 
the DCQ schedules (R. 2698), and thus it is still true that if the eleven 
GS customers who propose to take Winter Service gas were free to purchase 
at 100% load factor they would be able to purchase additional quantities 
far in excess of their Winter Service quantities at a cost per Mcf of the com- 
modity charge alone. 

If a GS customer were to acquire storage facilities and desire thereupon 
to purchase its Maximum Daily Quantity throughout the off-peak season, 
it could apply to Texas Eastern for transfer to the DCQ schedule. Since 
this would involve an increase in its annual contract quantity, Commission 
approval would be required. A GS customer making such an application 
to the Commission would appear to have high priority in its claim to what- 
ever volumes of off-peak gas are available. If it is denied the privilege of 
100% load factor operations, such a GS customer would be required to pay 
a higher average cost per Mcf of gas than the DCQ customer without there 
being any circumstance in the operation of its facilities justifying such a 
difference. Indeed, the general terms and conditions of Texas Eastern’s 
rate schedules appear to contemplate that a customer with storage facili- 
ties will purchase under the DCQ tariff. For these reasons, it seems proper 
to regard the GS customers as if they had a right to purchase at 100% load 
factor, and as if they had voluntarily supplied cutbacks. 
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only the commodity charge of the tariff additionally and inject 
the off-peak gas into storage for withdrawal and use during the 
peak season. The effect of Winter Service is to provide on a 
consolidated basis what the individual Winter Service custom- 
ers might have provided for, individually or co-operatively.’ 

The hypothetical example of a low load factor customer’s 
choosing to perform its own storage illustrates what essentially 
Winter Service has added to Texas Eastern’s existing firm serv- 
ices—the use of storage fields and the use of peak-day pipeline 
capacity to get the gas from storage field to Winter Service 
customer. And correspondingly it reveals the inappropriate- 
ness of exacting from the Winter Service customers & second 
full charge for the fixed pipeline costs upstream from. the stor- 
age field, as the Columbia Companies would do through their 
allocation of “demand” costs. 

The inequitable nature of petitioners’ approach is not dimin- 
ished by the fact that there is no necessary correspondence be- 
tween the amount of cutback under the firm services by any 
particular Winter Service customer and the amount that it 
proposes to take under the Winter Service schedule, and that 
two of the important Winter Service customers presently take © 


no firm gas from Texas Eastern (R. 1677). Texas Eastern 
offered Winter. Service to all of its firm customers including 
the Columbia Companies (R. 796-98) and no doubt it would 
have been obligated to meet the requirements of any of those 
customers before offering the service to others. Since the Win- 
ter Service customers, as a class, have paid demand charges on 


*mr. Curry, the Commission staff rate expert, referred to this character- 
istic of Winter Service in explaining his reasons for believing his rate to 
be just and nondiscriminatory (R. 3007) : 

“In effect it [winter service] substitutes one peak shaving service by the 
pipeline supplier for individual peak shaving by many of the distributor 
customers. It seems apparent that substitution of one for many services 
should be a worthwhile economy so long as the customers who do not want 
such a service are not required to pay for it or to subsidize those who do 
want the service by contributing to its cost. Actually in this project I 
delieve all customers benefit under the rates I have proposed since the off- 
peak volumes of gas put into storage for Winter Service bear a fair share 
of the existing demand costs and the cost of the new facilities is borne only 
by those receiving Winter Service. The proposed operation should result in 
a higher load factor as related to present pipeline capacity because of the 
summer deliveries to storage.” 
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the full quantity of Winter Service gas, the different position 
of the various members of that class ought to be of no concern 
to those who did not avail themselves of the service. The Com- 
mission staff and the presiding examiner took great pains to 
devise a rate that would be fair as among the Winter Service 
customers who had supplied varying amounts of “cutback” gas 
(R. 5143); and it is highly significant that none of them is 
presently complaining that any discrimination has been 
created by the Commission rate determination. 


C. The Commission’s Choice of a Segregated-Cost-Method Was Rational 
and Should Not Be Disturbed by This Court 

The foregoing has demonstrated that petitioners have not 
offered the slightest basis for supposing that a “rolling in” of 
the additional costs, if done with recognition of the distin- 
guishing characteristics of the Winter Service, would produce 
a higher rate for that service. (There is in truth strong ground 
for believing that the contrary would be the result.) We shall, 
nonetheless, go on to suggest that those objections to the the- 
ory of the Commission allocation method are not well founded. 
Moreover, petitioners misconceive the function of a reviewing 
court. 

Petitioners suggest (Br. p. 25) that the courts “have con- 
sistently held that where all classes of service jointly use par- 
ticular facilities, as is the case here, the costs of those facilities 
should be allocated equitably among them * * *.” While no 
one quarrels with this, it would have been more helpful had the 
petitioners taken note of the consistent statements by the 
courts that it is for the Commission in the first instance to de- 
termine what is an equitable allocation method for each par- 
ticular case. Mr. Justice Douglas stated in Colorado Inter- 
state Gas Co.v.F P.C.,324 US. 581, 589, that: 


* © © Rate-making is essentially a legislative function. 
Munn. v. Illinois, 94 US. 113. Congress, to be sure, 
has provided for judicial review of the Commission’s 
orders. §19. But that review is limited to keeping 
the Commission within the bounds which Congress has ~ 
created. When Congress, as here, fails to provide a 
formula for the Commission to follow, courts are not 
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warranted in rejecting the one which the Commission 
employs unless it plainly contravenes the statutory 
scheme of regulation. If Congress had prescribed @ 
formula it would be the duty of the Commission to fol- 
low it. But we cannot say that under the Natural Gas 
Act the Commission can employ only one allocation 
formula and that that formula must entail a segrega- 
tion of property. * * * Allocation of costs is not & 
matter for theslide-rule. * * * 


More recently, Mr. Justice Reed speaking for this Court in 
Battle Creek Gas Co. v. F-P.C., 108 AppDC 209, 281 F. 2d 42, 
46, restated these fundamentals: 
The role of reviewing Courts in passing on the rate- 
making methods used by administrative agencies is 
necessarily narrow. These matters are properly for the 
Commission, and its determination is to be disturbed 
for only the most basic forms of abuse. 


Finally, the Third Circuit has emphasized the same point in 
Alabama-Tennessee Natural Gas Co. v. F.P.C., 203 F. 2d 494, 
500, where it said in affirming the Commission’s use of a par- 


ticular allocation method: 
* * * [W]e think petitioner has established no more 
than that reasonable men might differ in judgment 
whether volumétic allocation is more appropriate in this 
case than an allocation on one of the formulae offered by 
petitioner, * * *. In such circumstances the choice 
made by the Commission cannot be reversible error. 


The Commission has concisely stated its reason for choos- 
ing the segregated-cost approach : 

Since this Winter Service is directly dependent on, and 
limited by the service characteristics of, the storage fa- 
cilities and off-peak capacity necessary for it and is thus 
distinct from the other firm services rendered by Texas 
Eastern, it is appropriate that the rate recommended 
by staff and adopted by the examiner should be based 
on a separate allocation to Winter Service of all the 
storage and other costs directly related to it (R. 
5502-03). 
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This conclusion was made, say petitioners, in disregard to the 
fact that Texas Eastern operates an integrated pipeline and 
in supposed reliance upon an ability to identify physically 
those portions of the Texas Eastern pipeline that the Winter 
Service gas will use to the exclusion of any other service. It 
is no doubt true that, as petitioners put it, storage will not 
be used “to make gas available on a particular day for any 
particular service (R. 552), but to make increased volumes of 
gas available when needed, directly or by displacement, in all 
rate zones and to all customers on Texas Eastern’s system 
(R. 514, 553).” Pet. Br. p. 20. The Commission has not 
ignored such obvious truths: it did not assume that the facili- 
ties to be used in rendering Winter Service are physically sepa- 
rate from the totality of Texas Eastern’s integrated pipeline 
system. 

But this does not impair the validity of the Commission’s 
finding that Winter Service, unlike any service that Texas 
Eastern had theretofore rendered, is peculiarily designed to fit 
in with the characteristics and limitations of underground stor- 
age. The record makes this overwhelmingly clear. In order 
to deliver gas from storage in the peak season it is necessary 
to have it injected into storage during the off-peak season, and 
Winter Service is the only service whose terms of deliverability 
are limited to the peak season. If all the customers on the 
Texas Eastern systems were taking firm supplies of gas at al- 
most 100% load factor, as the petitioners are, there would be 
no opportunity for the advantageous use of storage (R. 3131- 
35). Thus the mere fact that the pipeline is an integrated 
one does not preclude a finding that some kinds of services are 
more directly and naturally related to the use of particular 
facilities than others. 

The Commission has determined that the Winter Service is 
required by the public convenience and necessity—that it will 
accord benefits not only to the customers receiving the service 
but to the pipeline by improving efficiency and making use 
of the full quantities of gas that it has available to it. The 
Commission has certificated Winter Service because a service 
with its particular features affords the best way of utilizing 
the desirable characteristics of storage. Having made 
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that determination, it was appropriate for the Commission to 

conclude that the costs of storage (and particularly the costs 

of activating the new Leidy storage field that would not be 

incurred but for the decision to render Winter Service) were 

so closely related to the Winter Service that it would be “un- 

fair to charge its costs to all the customers of the utility.” Bat- 

tle Creek Gas Co. v. F.P.C., supra, 281 F. 2d at 47. 

In short the Commission resolved the “difficult issue of fact,” 

* © © whether the cost of a particular facility is more 
properly treated as systemic cost and rolled-in to the 
rate base of all the customers, or as a segregated cost 
to a particular customer, which should be treated on 
an incremental basis. 

Ibid. 

The separate-cost treatment here is quite consistent with the 
allocations of cost that the Commission has approved in the 
past for similar storage services. The most nearly identical 
reported case involves Transcontinental Gas Pipe Line’s storage 
service rendered from this same Leidy field. There the Com- 
mission approved Transco’s determination of rates on the basis 
of segregated costs, 20 FPC 264, 279, but modified Transco’s 
rate to provide, as it has done in this case, that the storage 
service should pay a fair share of the cost of the existing 
facilities. 

Il. The Commission Has Applied the Segregated-Cost Allo- 
cation Method Correctly and Consistently 


The petitioners contend that even if the Commission was 
justified in using a segregated-cost allocation it did so incor- 
rectly in many respects and it employed a variety of “strata- 
gems” to keep the Winter Service rate down. In this part of 
our brief, we will demonstrate the complete lack of justification 
for such allegations. 


A. Use of Station 21A as Starting Point for Allocation of Transmission 
Costs Was Reasonable and Necessary 


Petitions (Br. p. 28) complain of the use of Compressor Sta- 
tion 21A as the starting point for the allocation of transmission 


22 


costs eastward. That point, rather than the Oakford storage 
field or the Zone C-D boundary, was used, they allege, in order 
to impose on the high volume of sales off the line between 
Station 21A and Zone C-D boundary a portion of the trans- 
mission costs and thus to lower the amount allocated to Winter 
service. But, in fact, Station 21A was the only logical start- 
ing place for the allocation. 

The Texas Eastern system consists essentially of two pipe- 
lines that extend northeast from Texas and are several hundred 
miles apart throughout most of their length. They meet at 
Compressor Station 21A near Connellsville, Pennsylvania. 
From that point the smaller line proceeds almost due north 
until it reaches the Oakford storage field. At Oakford this line 
(called the Penn-Jersey line) turns eastward and parallels the 
larger pipeline about 40 miles south and finally joins it at Sta- 
tion 26 near the Delaware River. There is no doubt that all of 
the gas that moves physically into and out of both Oakford and 
Leidy will use the Penn-Jersey line; but Winter Service can be 
rendered to customers on the southern line and to customers 
upstream from the storage field, not by physical delivery from 
storage but by use of equal amounts of storage gas to displace 
the pipeline gas delivered to them (R. 446). 

The basic elements of the costs assigned to Winter Service on 
@ segregated basis were the following: (1) The cost of gas 
supply (which included, as we have seen, supra, p. 12, the 
expense of transmitting the gas from Texas fields to storage; 
(2) the cost of activating Leidy storage field and of all new 
Pipeline construction; and (3) an allocation of Winter Service’s 
fair share of the cost of existing pipeline east of Station 21A. 

Texas Eastern found that there was available on the pres- 
ent pipeline system 100,965 Mcf of excess peak-day capacity 
that could be used to transmit from storage a part of the 
Winter Service gas (R. 2235). Capacity for transmission of 
the remaining part was to be provided by construction of addi- 
tional pipeline loops on the Penn-Jersey line. The present 
excess capacity, however, is located not merely on the Penn- 
Jersey line but on both lines—that is, as Texas Eastern indi- 
cated (R. 2235), on its total transmission system downstream 
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from Station 21A. Since Winter Service will make use of exist- 
ing spare capacity on the entire system downstream. from Sta- 
tion 21A, the only fair way to allocate to Winter Service its 
share of the cost of that capacity is to start where that capacity 
starts—the juncture of the two lines at Station 21A. The 
petitioners’ apparent suggestion (Pet. Br. p. 28) that the Zone 
C-D boundary would have been the more appropriate starting 
place *® misses the point that Winter Service is not to be a 
geographically zoned service. Moreover, the excess capacity 
of the southern line that has been assigned to Winter Service 
depends on the facilities from Station 214 to the zone bound- 
ary as much as on those east of the zone boundary, and the 
capacity of both the southern and the Penn-Jersey line must 
be viewed as a whole between Station 21A and Station 26. 
Accordingly, there is no reason to accord the significance peti- 
tioners suggest to the zone boundaries. 


B. There Was No Inconsistency in Estimating Volumes of Winter Service 
for Allocation Purposes 


The explanation we have given above, supra, p. 22, for allo- 
cating to Winter Service its share of transmission costs east 


of Station 21A serves to dispose of an objection that peti- 
tioners make in somewhat different form at several places in 
their brief. They say (Br., p. 29) that “to shave even more 
costs off Winter Service the use of facilities East of Station 21A 
was presumed to be 100,965 Mcf/day, or only 75% of the 
Winter Service volume which must utilize such facilities if 
134,036 Mcf/day of Winter Service gas is to be withdrawn from 
Oakford as Texas Eastern claims.” This same criticism is re- 
peated, this time in terms of annual volumes, as point 2 on 
page 30 of petitioners’ brief. 

Contrary to the petitioners’ suggestion, the Commission was 
not assuming that 134,000 Mef of gas would be transmitted 


* Tt ig not entirely clear from petitioners’ brief whether they are suggest- 
ing that only a portion of the Penn-Jersey line, beginning at Oakford stor- 
age, should have been allocated to Winter Service or that a portion of both 
lines, beginning at the C-D boundary on both lines, should have been used. 
The latter seems somewhat more probable because, in computing the alleged 
injury resulting from the Commission’s method, petitioners have excluded 
Zone C costs and volumes for both lines (R. 2990). 

2 See infra, p. 24, note 12. 
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over pipeline having only 100,000 Mef capacity (R. 5138). 
The 100,000 Mef figure represents existing peak-day capacity 
which is to be assigned to performance of a portion of the Win- 
ter Service (R. 2703-04). Capacity for the remaining 34,000 of 
Mcf of Winter Service gas attributable to Oakford withdrawals 
as well as for all the Winter Service gas attributable to Leidy is 
to be provided by the construction of new pipeline loops on the 
Penn-Jersey line. And as we have indicated, the cost of this new 
pipeline construction has been assigned in its entirety to Winter 
Service. Thus, another of the Columbia Companies’ allega- 
tions about “stratagems” to shave the Winter Service rate 
turns out to be nothing but misunderstanding of a simple allo- 
cation principle that has been consistently and logically 
applied. 


C. The Credit To Use of Existing Pipeline Facilities Was Not Excessive 


The petitioners’ next claim of inconsistency is captioned 
“Bxcessive Staff Credit for Transportation of Gas to Leidy 
Storage” (Pet. Br. p. 29). This caption alone suffices to re- 
veal the petitioners’ confusion, for the credit in question plainly 
has no relation whatever to the cost of transporting gas to 
Leidy storage field. 

Texas Eastern calculated that Winter Service’s proper share 
of the cost of existing transmission facilities east of Station 21A 
(at 6% return) is $956,866 (R. 2936-37). This was a charge 
for Winter Service’s use of the 100,965 Mcf of existing peak- 
day capacity. A total of 6,057,900 Mcf will be transmitted 
through this existing capacity during the peak season of about 
five months (R. 2936). The Commission staff rate expert, Mr. 
Curry, who studied the Texas Eastern proposed Winter Serv- 
ice rate and made his own recommendations, felt that Texas 
Eastern had allocated too much to Winter Service for the use 
of peak-day transmission capacity east of Station 214A. Mr. 
Curry reasoned that since the Winter Service gas would be 
transmitted out of storage during an approximate five-month 
period, it was not proper to charge Winter Service for 12 
months use of the pipeline facilities (R. 1281-82).* 


* Petitioners’ statement (Br. p. 30) that the staff credit presumes the 
peak-season use “of existing facilities to the extent of 12,501,069 Mcf * * 


25 


Mr. Curry also explained that, even with the credit he was 
proposing, Winter Service would still be bearing some of the 
costs associated with the off-peak operation of the pipeline 
east of Station 21A because the 36.9¢ per Mef cost for gas in- 
jected into Leidy storage includes 2.2¢ (his addition to the 
ACQ-C rate, see p. 10 supra) attributable to off-peak trans- 
mission costs incurred in zone D. (R 1281-82). But ob- 
viously it was not the purpose of the credit to subtract what 
Mr. Curry had just taken the trouble by construction of the 
ACQ-D rate to add in. The reasoning behind the credit was 
entirely independent, and accordingly it is irrelevant that the 
amount of the credit per Mef of gas transmitted over existing 
pipeline capacity during the peak season exceeds the amount 
per Mef that Mr. Curry added to the ACQ-C rate to construct 
the ACQ-D rate. 


D. The Income Tax Deduction for Interest Payments Was Properly 
Allocated 


Without ever indicating very specifically the nature of their 
legal complaint, petitioners point out that the Commission, 
in computing the cost of Winter Service, subtracted the amount 


of the income-tax deduction that Texas Eastern will be able 
to claim for interest payments on the bonds to be floated in 
partial financing of the Winter Service construction. Since 
the estimated interest charge of 5.375 percent on the new 
bonds” is higher than the average interest charges on Texas 
Eastern’s existing debt of 4.7 percent, the effect of this alloca- 
tion method was to include as a cost of Winter Service a lower 
figure for federal income taxy than would have been the case 
if the average interest payments on both old and new bonds 
had been attributed to Winter Service in computing the 
allocable income tax. The Commission’s treatment of in- 
come-tax deductions is plainly reasonable, however, under the 
segregated-cost method that it consistently applied in deter- 


is erroneous, The 12 million is the volume that will be transmitted into 
Leidy during the off-peak season. The credit relates to the volume of 
6,057,900 that will pass over the existing spare pipeline capacity during the 
peak season. 

* The petitioners’ assertion that & 5.75% interest rate was estimated for 
purposes of calculating income tax is erroneous. See p. 39, infra. 
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mining the cost of Winter Service. Since Winter Service has 
admittedly borne all the operating and construction costs that 
‘Texas Eastern would not have incurred but for its undertaking 
to perform this new service,“ it was reasonable for the Com- 
mission to allow Winter Service the benefit of an income-tax 
deduction that Texas Eastern would not receive but for 
Winter Service. And for purposes of a correct application of 
the segregated-cost theory, it is irrelevant that the new bonds 
to be used in financing construction of Winter Service facilities 
will be secured by revenues generated from the entire Texas 
Eastern system. 

It is, of course, readily apparent that, from the standpoint of 
the equity holders of Texas Eastern, the benefit of an increased. 
income-tax deduction due to higher interest payments will be 
limited by the burden of an increased cost of borrowing money 
(R.. 1581-84). However, in the present case it appears that all 
parties agreed that the Winter Service facilities ought to earn 
the same overall rate of return that Texas Eastern’s existing 
facilities receive. 

Thus the possibility that equity’s share of the return may be 
reduced was not an issue before the Commission in setting this 
initial rate. Petitioners have no warrant for assuming that in a 
full rate case, see p. 30 infra, where the system rate of return 
and all rate schedules are under review, that the Commission 
would accord the same treatment to income taxes. Until the 
petitioners’ own rates are put in question, they cannot be ad- 
versely affected by the treatment of rate of return. Cf. Day- 
ton Power & Light Co. v. F.P.C., 101 AppDC 7, 246 F. 2d 694. 
In any event, petitioners have not complained in their petition 
for rehearing to the Commission of the Winter Service rate of 
return and, therefore, would be barred from doing so in this 
Court. Sunray Mid-Continent Oil Co. v. F.P.C., 364 US. 137, 


* Of particular relevance in this regard is our earlier demonstration supra 
pp. 10-11 that under the segregated cost approach Winter Service has borne 
in full the costs of new construction and that consequently, the rate base for 
“Winter Service is relatively inflated and undepreciated. Both of these fac- 
tors, by increasing the amount of the return on rate base at 6%, would tend, 
all other things being equal, to increase the amount of income tax attrib- 
atable to Winter Service. 
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156-57; Dayton Power & Light Co. v. F.P.C., 102 AppDC 164, 
165, 251 F. 2d 875, 876. 


E. The Commission’s Order Complied With Section 8(b) of the Adminis- 
trative Procedure Act 
The Columbia Companies suggest that the absence of specific 
discussion by the Commission or the examiner of some of their 
allegations of “inconsistency” constituted a violation of Sec- 
tion 8(b) of the Administrative Procedure Act, 5 U.S.C. 1007 
(b). In the light of what we have seen in this part of our 
brief of the nature of the petitioners’ contentions, it would in- 
deed be surprising if the Commission were obliged laboriously 
to take up each instance of the petitioners’ inability or unwill- 
ingness to understand the consistent application of a simple 
allocation system. In fact, Section 8(b) imposes no such re- 
quirement; it provides in relevant part that: 
[Parties shall be afforded a reasonable opportunity to 
submit * * * exceptions to the decisions or recom- 
mended decisions of subordinate officers or to tentative 
agency decisions, and * * * supporting reasons for such 
exceptions or proposed findings or conclusions. The 
record shall show the ruling upon each such finding, 
conclusion, or exception presented. All decisions (in- 
cluding initial, recommended, or tentative decisions) 
shall become a part of the record and include a state- 
ment of * * * findings and conclusions, as well as the 
reasons or basis therefor, upon all the material issues of 
fact, law, or discretion presented on the record * * *. 


The examiner’s opinion contains a full discussion of the 
proper basis for determining the Winter Service rate (R. 
5138-45). It was a statement of reasons with respect to “all 
the material issues * * * presented on the record.” Cf. 
Schilling v. Schwitzer-Cummins Co., 79 AppDC 20, 142 F. 2d 
82, 84. As far, the Commission’s duty is concerned, Section 
8(b) does no more than obligate it to rule on each exception 
to the presiding examiner’s decision; and the Commission 
clearly did so in this case by indicating (R. 5504) that each 
of the exceptions to the examiner’s decision should be denied. 
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When, as in this case, the Commission adopts the reasoning 
of the presiding examiner, it need not fully restate that reason- 
ing. By adopting the opinion of the presiding examiner, the 
Commission supplied the statement of reasons that is necessary 
to comply with Section 8(b) of the Administrative Procedure- 
Act. The holdings of N.L.R.B. v. Wichita Television Corp., 
277 F. 2d 579, 582(CA10), certiorari denied, 364 US. 871, and 
NLRB. v. State Center Warehouse & Cold Storage Co., 193 
¥. 2d 156 (CAQ), are precisely to that effect. 

Tn its statement of the general principle, this Court’s decision 
in Radio Station KFH v. F.C.C., 101 AppDC 164, 247 F. 2d 570, 
is also in accord. The specific holding of that case upon which 
petitioners rely, Br. p. 31, is not apposite because there the 
F.C.C. made a general statement to the effect that it was reject- 
ing all exceptions either for the reasons stated by the examiner 
or for several other independent reasons of its own, without indi- 
cating which of these was the basis for the rejection of any 
particular exception. Here, as we have indicated, the Com- 
mission adopted with but a single stated modification the 
decision and reasoning of its presiding examiner. 


IIL Substantial Evidence Supports the Commission’s Deter- 
mination That the Rates at Which Winter Service Has Been 
Certificated Are Just and Reasonable 


Having exhausted their specific objections to the Commis- 
gion’s determination of Winter Service rates, the petitioners 
turn to a general allegation that there is insufficient evidence 
in the record to support the Commission finding that the 
rate at which it has certificated the Winter Service meets the- 
statutory standards of Sections 4(a) and 4(b) of the Natural 
Gas Act. This argument turns out to be largely a restatement. 
of their objection to the Commission’s use of the segregated- 
cost allocation method, which we have discussed above. See 
pp. 8-21, supra. To the extent that petitioners raise anything: 
new here they do not come close to sustaining the heavy burden 
they must bear in suggesting that the Commission order lacks a 
sufficient basis. See Colorado Interstate Gas Co. v. F.P.C., 324: 
US. 581, 589. 
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The petitioners are surely right in suggesting that the pre- 
siding examiner assumed at the outset of the Winter Service 
hearing that he was conducting a certification proceeding under 
Section 7 of the Natural Gas Act rather than a full blown rate 
proceeding under Section 4 or Section 5. This assumption was 
proper since ordinarily when a natural gas company proposes 
to render a new service, the Commission’s only. task is to de- 
termine whether the public convenience and necessity requires 
such service. The price at which the new service will be ren- 
dered is, to be sure, an important element in determining what 
the public convenience and necessity requires, and the Supreme 
Court has held, in Atlantic Refining Co. v. Public Service Com- 
mission, 360 U.S. 378, 392 (the Catco case) that the Commis- 
sion has the duty to consider the price element and has the 
power to condition the issuance of a certificate upon the appli- 
cants’ acceptance of a proper price. But the Supreme Court, 
in the Catco case, has made clear that the consideration of 
price in a Section 7 proceeding need not involve the detail or 
precision of a full rate proceeding. 360 US. at 390-91. 

This is often necessarily so; for if a Section 7 applicant is 
proposing to render s new kind of service, many elements of 
expense and revenue can only be predicted with precision after 
considerable actual experience in performing the service. The 
presiding examiner pointed out that problem in the present 
case (R. 1226) in response to the Columbia Companies’ de- 
mand that the proceeding include a consideration of the just- 
ness and reasonableness of the proposed Winter Service price. 
But in view of the Columbia Companies’ continued insistence 
on a Section 4 rate determination and of the fact that Texas 
Eastern’s rendering of a temporary Winter Service during the 
past several peak seasons has provided some actual operating 
experience, the examiner and the Commission made findings 
that the staff Winter Service rate will be “just and reason- 
able.” To the extent that the data which they considered lacks 
precision because of the absence of experience with the com- 
plete Winter Service proposal, the petitioners surely may not 
complain in view of their insistence upon broadening the scope 
of issue to include a fuller rate determination. Moreover, it is 
also apparent that the petitioners have no basis for complaint 
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because of the fact that the hearing commenced as an ordi- 
nary Section 7 certificate proceeding; they have made only the 
vaguest of allegations (Br. p. 39) that either their cross exami- 
nation or their own direct presentation was affected by the ex- 
aminer’s initial view as to the scope of the issue. 

It should be noted that in practical effect there is very little 
difference between the permanence of a determination that 
public convenience and necessity requires a new service at a 
given rate and a determination that the rate for the service is 
“just and reasonable.” In the one case, no less than the other, 
if actual operating experience should reveal some significant 
change from the estimates upon which the Commission had 
proceeded, the Commission would be free, upon complaint, 
upon its own motion, or otherwise, to conduct a proceeding 
in order to determine whether the certificated rate had ceased 
to be just and reasonable and some other rate should thereafter 
be observed. Cf. Panhandle Eastern Pipeline Co. v. F-P.C., 
236 F. 2d 289, 292 (CA3); State Corporation Commission of 
Kansas v. F-P.C., 206 F. 2d 690, 715-716 (CA8), certiorari de- 
nied, 346 US. 922. 

Moreover, the present determination of justness and reason- 
ableness will not preclude the Commission from subsequently 
undertaking a fresh consideration of the entire basis for alloca- 
tion of system-wide costs among Texas Eastern’s various cus- 
tomer and services, including Winter Service. There was no 
such fresh study in the present case; no party, including the 
Columbia Companies, requested the Commission to make such 
a study; and one was not necessary to the Commission’s de- 
termination that the certificated Winter Service rate is just 
and reasonable as an initial rate. It was assumed for purposes 
of this case that the existing rates and the underlying method 
of allocating costs among existing services is proper. The task 
of determining the “just and reasonable” rate for Winter Serv- 
ice in those circumstances was one of fitting an additional 
service and rate into the existing framework.” 


33 Contrary to petitioners’ implication that the staff witness, Mr. Curry, 
thought the record inadequate to determine whether the Winter Service 
rate is “just and reasonable” as an initial rate (Br. p. 35-36), it is clear 
that he was referring to such a full reconsideration of al2 rates when he 
contrasted the “rate case type of determination.” (R. 1219) 


FE a a 
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The Commission may sometime in the future wish to re- 
examine the entire structure—for example, whether Texas 
Eastern’s zones boundaries should be shifted, whether a partic- 
ular formula for allocating transmission costs, such as the so- 
called “Mef Mile” method, should be used; whether some 
variation from the usual formula for classifying fixed costs 
between the commodity and demand charges ** is justified, etc. 
A change in any one of these might necessitate a redetermi- 
nation of the allocation of costs to Winter Service. Nothing 
in the present determination would prevent the Commission 
from doing this. 

The petitioners’ complaint about the inadequacy of the rec- 
ord to support a determination of justness and reasonableness 
appears to center about two supposed defects. First, say the 
petitioners (Br. p. 38), the Commission never undertook to 
justify the “difference” between the proposed Winter Service 
rates and Texas Eastern’s other existing rates. It is highly 
significant that the petitioners nowhere state just what the 
difference is, but rather they continually assume that such & 
difference exists and moreover that it is the kind of difference 
that imposes an obligation of explanation upon the Winter 
Service proponents. Apparently the basis for petitioners’ as- 
sertion of a “difference” is that the average Winter Service rate 
of 74.6¢ per Mef is lower than would be the rate for equal 
quantities of gas taken during the peak seasons only at the 
low (16%) load factor such takings would represent under one 
of Texas Eastern’s existing firm schedules.” Petitioners’ calcu- 
lation of the 16% load factor represents a ratio of maximum 
day deliveries of Winter Service gas to the average daily deliv- 
ery over a 365-day year. 

The calculation reveals the Columbia Companies’ persistent 
unwillingness to recognize that Winter Service, though to be 
sure “a firm” service, is a substantially different kind of firm 
service from those Texas Eastern is presently providing. Any 
computation designed to measure the extent to which a par- 
ticular customer or service utilizes facilities that have been 
dedicated and kept available for its use must take account of 


* See pp. 33-34 infra. 
™ See Pet Br. p. 4, note. 
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the fact that Winter Service cannot be a 365-day per year 
service—that the majority of facilities allotted to the perform- 
ance of Winter Service, by their inherent nature, are not avail- 
able for delivering gas to the customers on 365 days a year but 
rather only during the peak period of about 151 days. 

It is, of course, true that some of the customers who propose 
to take Winter Service gas, given the low load factor at which 
they presently make their firm purchases, could not afford to 
acquire the additional gas they need for peak purposes by 
increasing their maximum daily quantity under their firm 
schedule. But if the allocation of costs to Winter Service has 
been performed on a fair and rational basis, with due recogni- 
tion of the distinctive nature of a service designed to take ad- 
vantage of the characteristics of storage, there is no reason why 
that fact alone requires any other justification of the Winter 
Service rate. Winter Service gas will not be cheap gas, as 
comparison of its 74.6¢ per Mcef price with the 55¢ SGS rate 
(Small General Service), for example, will readily indicate 
(R. 1199). 

Petitioners’ second allegation regarding insufficiency of the 
evidence for a determination of “justness and reasonableness” 
is that neither Texas Eastern nor the Commission staff expert 
submitted what they term a system-wide allocation of the cost 
of jointly used facilities (Pet. Br. p. 34). 

Since the Commission determined that it was appropriate 
to use a segregated-cost method for allocating costs east of 
Station 214, it was necessary to devise a method for attribut- 
ing to Winter Service its fair share of the costs incurred west 
of Station 21A. To that end the Commission ascribed a cost 
of 34.7¢ to each Mef of gas injected into Oakford storage (and 
36.9¢ for Leidy storage in Zone D). Petitioners’ criticisms 
ignore the fact that the 34.7¢ figure was not simply pulled from 
the air but rather bears a definite relationship to Texas East- 
ern’s established rate structure. The 34.7¢ equals the ACQ-C 
rate that Texas Eastern has established for off-peak deliveries 
to the Consolidated companies at Oakford storage,”* and it. is 


*The Commission has guaranteed the continuance of that relationship 
by providing in its order (R. 5503) that, in the future, the Winter Service 
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significant that the ACQ-C rate had not been in any way chal- 
lenged by the petitioners until Mr. Curry made use of it in 
constructing the Winter Service rate (R. 5135 n. 11; see 20 
FPC 56). Moreover, the ACQ-C rate itself bears a fixed rela- 
tionship to Texas Eastern’s other existing rates since it is set 
at 90% of the DCQC rate at 100% load factor (R. 3002). 
Insofar as the petitioners are complaining about the absence 
of an allocation among zones west of Station 21A (Pet. Br. 
p. 35) the absence of such an allocation can not possibly ag- 
grieve them. They themselves ‘are primarily purchasers un- 
der the DCQ-C rate (R. 1677), and it does not ‘appear from 
the record that the petitioners contend that the rates in Zone 
C are too low compared with those in Zones ‘A and B.upstream 
and that the rates reflect an improper sllocation of ‘costs 
among the three Zones. : 

Insofar as the petitioners complain about the absence of an 
allocation of costs among the various different uses in Zone C 
(i.e. DCQ, ACQ, injection into Oakford for Winter Service, 
etc.) they assume that it is possible to determine Winter Serv- 
ice’s proper share of transmission costs by a merely mechani- 
cal application of some allocation method (Pet. Br. p. 34). 
That this is not so can be demonstrated by CompADE two of 
Texas Eastern’s existing Zone C rates. 

At the time of the hearing the DCQ-C rate coiuaated of a 
“demand charge,” which is a monthly charge of $3.81 applied 
to the maximum number of Mef that the customer may de- 
mand on any one day, plus a “commodity charge” of 26.0¢ per 
Mef of gas delivered (R. 2698). On the other hand, the Inter- 
ruptible rate (sales for industrial use during the off-peak sea- 
son) in Zone C consisted solely of the commodity charge of 26 
cents per Mcf. The question of how much more than the com- 
modity charge of 26¢ should be used for costing Winter Serv- 
ice gas into storage necessarily involves a judgment regarding 
the nature of that service. 

In accordance with the Commission’s so-called Atlantic Sea- 
board formula,” the demand charge is designed to recover 


rate “must be adjusted, by appropriate filings, to reflect any changes in 
the ACQ rate.” s 

»* Atlantic Seaboard Oorp., 11 FPC 48, remanded with directions, 200 F. 
2d 108 (C.A. 4). 
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one-half of the pipeline’s fixed costs and @ portion of variable 
costs; the commodity charge is designed to recover most of the 
variable costs plus the remaining one-half of the fixed costs. 
The demand charge assesses each customer in proportion to the 
size of its claim on pipeline facilities on a peak day. Since 
the theory of the Winter Service segregated-cost allocation is 
that gas will be transmitted from the gas fields to storage dur- 
ing off-peak seasons after the off-peak needs of customers 
taking under firm schedules have been provided for, it is ap- 
parent that up to Station 21A Winter Service has no claim on 
the pipeline’s peak-day capacity. Accordingly, it could have 
been appropriate and consistent with the segregated-cost 
method to use only the commodity charge of the DCQ—C rate 
schedule, 26¢, in determining the cost of gas into Oakford. A 
further reason for using only the commodity charge could be 
drawn from the fact explained in detail, supra, p. 12, that the 
Winter Service customers as a class have already paid a de- 
mand charge with respect to the entire Winter Service volume. 
But the Commission has recognized that Winter Service would 
necessarily have priority over interruptible sales (at the 26¢ 
commodity charge alone) because Texas Eastern must fill its 
storage fields by November 15 in order to meet its firm obliga- 
tions to Winter Service customers during the winter season. 
Thus, exercising its judgment regarding the nature of Winter 
Service, the Commission determined that it was appropriate 
for Winter Service to bear a substantial portion of the “de- 
mand” costs incurred through Zone C. Accordingly, the 34.7¢ 
ACQ-C rate includes a charge of about 14¢ per Mcf for trans- 
mission costs incurred through Zone C, see p. 15, supra. (By 
comparison, the incremental, “out of pocket” costs are but 
1.96¢ per Mef (R.3025).) 

We must conclude then that the Commission’s use of the 
ACQ-C rate proceeded on the same principle as would a direct 
allocation of transmission costs by use of Texas Eastern’s pres- 
ent allocation method, and the petitioners have failed to indi- 
cate how their interests have been adversely affected by the 
mere difference in mechanics of allocation. 

The petitioners’ complaint about the absence of a system- 
wide allocation of the cost of jointly used facilities, Br. p. 38, 
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appears to refer also to the absence of a rolled-in allocation 
of costs in the portion of the pipeline east of Station 21-A. 
This contention begs the earlier question of the propriety of 
the segregated-cost allocation method. For if the use of that 
method was proper, neither Texas Eastern nor the Commis- 
sion was obliged to engage in the totally superfluous task of 
computing by use of petitioners’ zone-to-zone allocation meth- 
od or any other “rolled-in” method the costs of transmitting 
Winter Service gas through the rest of the system. Certainly 
nothing in the Commission’s Natural Gas Act Regulations re- 
quires any such exercise in futility. The Texas Eastern ap- 
plication fully complied with the requirement of Section 157. 
14(a) 18(ii) of the Commission’s Regulations that it show the 
system cost of service (R. 2230) and “an allocation of such 
costs [i.e., system costs] to each particular service classifica- 
tion, with the basis for each allocation clearly stated” (R. 
2235-37). Again, petitioners simply disagree with that allo- 
cation basis. The petitioners conceded before the Commission 
that in some cases (of which they contended this was not one) 
use of the segregated-cost method would be appropriate; 


would they contend that in cases where such allocation method 
is admittedly proper the natural gas company must nonethe- 
less submit a totally useless rolled-in allocation of costs? 


IV. The Commission Did Not Err in Denying Petitioners’ 
Motion To Reopen the Proceeding and Consolidate It With 
Texas Eastern’s Application in CP60-122 


On June 13, 1960, after the closing of the Winter Service 
hearing but prior to the presiding examiner’s decision therein, 
Texas Eastern filed with the Commission, under Docket No. 
CP60-122, an application to have certain proposed new facili- 
ties certificated pursuant to Section 7 of the Natural Gas Act. 
These consisted principally of some 55 miles of new pipeline 
loops upstream from Station 21A, substantial additions to the 
horsepower of four of the compressor stations upstream from 
Station 214, and about 13 miles of pipeline loops downstream 
from Station 21A. The effect of these improvements was de- 
scribed in the application as enabling Texas Eastern to provide 
an additional 51,022 Mef of peak-day capacity for long-term 
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firm service. More than 38,000 Mef of this quantity is to be 
rendered under the high load factor DCQ-D schedule. 

At the Winter Service hearing one of Texas Eastern’s execu- 
tives, upon cross examination, had revealed Texas Eastern’s 
plans presently to file for the certification of new facilities and 
he gave a general description of the substance of the contem- 
plated filing. (R. 556-67). It was his unequivocal testi- 
mony, and the only testimony of record bearing on the point, 
that the additional facilities for which certification was being 
requested in the Winter Service proceeding could not to any 
significant extent be used alternatively to render the addi- 
tional firm service that would be proposed in the contemplated 
filing. ‘ 

On August 3, 1960, subsequent to the presiding examiner’s 
decision against them, the Columbia, Companies filed a motion 
to reopen the proceedings in the Winter Service case and to 
consolidate them with the CP60-122 proceedings. The Colum- 
bia Companies had discussed the CP60-122 application in their 
brief to the presiding examiner, and the examiner took official 
notice of the contents of that application “in order that state- 
ments in the various briefs may be evaluated. * * *” (R. 
5145) The asserted bases for their motion were that the CP60— 
122 application revealed certain inconsistencies with evidence 
in the Winter Service hearing record upon which the presiding 
examiner had relied, and that the Commission ought to con- 
sider whether the new facilities that would be certificated for 
Winter Service could be used instead to render all or a sub- 
stantial part of the additional firm service proposed by the 
CP60-122 application at a considerably greater net benefit to 
existing classes of service. In its order adopting the presiding 
examiner’s decision, the Commission also rejected the Columbia 
Companies’ motion to reopen and consolidate (R. 5503). 

A. The Alleged Inconsistencies 

It is typical of the persistent refusal to understand that has 
permeated petitioners’ case that they should have repeated to 
this Court the allegations of inconsistencies between the CP60- 


122 application and the Winter Service hearing record in the 
face of convincing demonstrations by Texas Eastern in its re- 
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sponse to that motion (R. 5305-08) that the supposed incon- 
sistencies are wholly illusory. 


1. The Line-Loss Contingency 


The petitioners say that the flow diagram submitted in con- 
nection with the Winter Service application (R. 1692) shows no 
provision for line loss in the pipeline east of Station 21A, 
whereas the CP60-122 flow diagram shows about 20,000 Mcf 
of line loss in the total system. Pipeline engineers, as a matter 
of conservative practice, usually build into a new pipeline more 
capacity than is necessary to supply all of the customers at 
their maximum daily quantities. This is to provide for the 
transmission of the gas that is lost along the way and thus not 
available to meet the customers’ requirements. Such a line- 
loss contingency was provided in Texas Eastern’s last major 
expansion of pipeline capacity upstream from Station 21A, that 
arising out of Docket No. G-12446. Subsequent operating ex- 
perience, however, revealed that the line-loss provision was in 
fact available as marginal capacity for the service of additional 
customers. (R. 5305) Accordingly, in Docket Nos. G-17237 
and G-19575, the Commission allocated additional volumes of 


gas to be supplied by Texas Eastern from this marginal capac- 
ity. Since the CP60-122 application proposes a substential 
addition to pipeline capacity upstream from Station 21A, 
sound engineering practice dictated that a reasonable provision 
for line loss be provided for the new capacity. That is all the 
CP60-122 Flow Diagram shows. 


2. Amount of Peak Day Withdrawals From Oakford Storage 


Petitioners’ second allegation of inconsistency is that the 
peak-day gas volume balance in the CP60-122 application 
shows withdrawal from Oakford storage of 387,610 Mcf, 
whereas the Winter Service application had shown a peak-day 
withdrawal of 374,878 Mcf. Petitioners suggest that this 
shows, contrary to the unrebutted testimony of Texas East- 
ern’s witness, supra, p. 36, that some substantial part of the 
expansion proposed by CP60-122 could be accomplished by 
means of the storage facilities assigned to Winter Service. 
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What petitioners neglect to point out, however, is that this 
increased withdrawal from storage would be significant only if 
it indicated that some substantial part of the additional CP60- 
122 sales could be made from storage to the exclusion of any 
need for the more expensive alternative of increasing pipeline 
capacity upstream of the storage field. If that were so, use of 
the Winter Service facilities to render the CP60-122 service 
would be a genuine alternative. But the peak-day flow dia- 
gram in the CP60-122 application reveals that, as a result of 
the construction proposed therein, some 49,000 Mcf more will 
pass through Station 21A, upstream from the storage field, 
than were shown in the Winter Service flow diagram (R. 1692). 
This is somewhat more than the amount of the additional firm 
sales Texas Eastern would make in Zones C and D pursuant 
to the CP60-122 expansion. This indicates that Texas East- 
ern has found it necessary to propose full expansion of pipe- 
line capacity upstream from storage in order to make the ad- 
ditional firm sales and that it did not rely on storage. The 
fact that the flow chart shows additional withdrawals from 
storage on the one peak day of the year does not indicate that 
Texas Eastern could meet its annual obligations for the addi- 
tional service without using all the proposed new capacity up- 
stream from storage. On any one day of the year Texas East- 
ern may well have an option either to draw gas from storage or 
to take more from the line upstream of storage. But, given the 
high load factor at which the additional firm sales will be 
made, there is no basis for supposing that storage could be 
used throughout the year to the exclusion of the need for ad- 
ditional pipeline capacity upstream of storage. 


3. The New Pipeline Loops 


The CP60-122 application shows that some of the pipjeline 
loops on the Penn-Jersey Line that were certificated in the 
present proceeding will be lengthened to provide capacity for 
the CP60-122 sales. This is alleged (Pet. Br. p. 41) to be in- 
consistent with some assertion in the Winter Service case that 
the new pipeline loops would be used exclusively for the bene- 


* About 38,000 Mcf of the 51,000 Mcf additional capacity is to be for the 
high load-factorHCQ-D service. See R. 1687-88. : 
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fit for Winter Service. There was no such assertion either by 
the Commission or by Texas Eastern, for it would have defied 
the obvious truth that Texas Eastern operates an integrated 
pipeline. Rather what was done in the Winter Service pro- 
ceeding was to allocate entirely to Winter Service the cost of 
the new pipeline loops, which were to provide the necessary 
additional capacity east of Station 21A of some 210,000 Mef 
on a peak day. R. 1695; see p. 23, supra. There was no 
controversy that this additional capacity plus the 100,000 Mcf 
of existing spare capacity that was available to Winter Service 
will be sufficient to transmit the Winter Service quantities 
from Station 21A east. Thus, the petitioners’ question of 
whether part of the CP60-122 loops may be necessary for 
Winter Service is plainly answered in the negative by the 
present record. 
4. Interest Rates 


Petitioners allege an inconsistency in estimates of interest 
rates. They say that in its Winter Service application Texas 
Eastern estimated that it would have to pay 5.75 interest on 
the bonds to be floated in partial financing of the Winter Serv- 


ice construction and computed the income tax applicable to 
the new construction on that basis. But they say that the 
CP60-122 application shows that the bonds to be used in 
financing Winter Service construction will bear only 5.5 percent 
interest. The suggestion of an inconsistency is baseless for 
two reasons. First, Texas Eastern, in computing the income 
tax on the Winter Service construction, assumed an interest 
rate on bonds of 5.375 percent rather than 5.75 percent (R. 
2236, line 15). Petitioners’ counsel in cross-examination spe- 
cifically indicated his awareness of this (R. 592). The record 
page from which petitioners now extract the 5.75 percent figure 
(R. 2242) is simply the portion of Texas Eastern’s application 
where, in compliance with its obligation to list both its present 
and its proposed bond issues," Texas Eastern revealed an in- 
tention to issue some bonds at 5.75 percent. There is not the 
slightest indication that this would be the financing for the 
Winter Service construction. 


™ See Natural Gas Act Regulation § 157.14 (a) (14) (ili), 18 C.F.R, § 157.14 
(a) (14) (iii). 
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If the CP60-122 application in fact indicated that the bonds 
to be used to finance Winter Service would bear 5.5 percent in- 
terest, it would simply mean that.a recomputation based on the 
more recent estimate (5.5 rather than 5.375) would result in a 
lower Winter Service.rate rather than a higher one, see p. 25, 
supra. Petitioners could scarcely complain of the refusal to 
make that recomputation. 

But in extracting the 5.5 percent figure, petitioners have sim- 
ply repeated the mistake they made in finding the 5.75 percent 
figure. It does not appear from the CP60-122 application 
that what are listed as “proposed bonds” therein have any rela- 
tion at all to the Winter Service construction. Indeed, the 
$25 million listed as “proposed” would plainly be inadequate 
to finance a portion of the $19 million CP60-122 construction 
plus the $28 million of Winter Service construction to -be 
financed by debt (70 percent of the total cost, R. 2709). 


B. Petitioners had fol opportunity to explore the interrelationship of 
: the Two Applications : 


The petitioners next urge that the Commission was obliged 
to reopen the Winter Service proceeding in order to consider 


whether the facilities assigned to the performance of Winter 
Service could more profitakly be used to render some part of 
the additional firm service proposed in the CP60-122 applica- 
tion. They attempt to fashion the facts so as to bring them- 
selves within the rule announced by this Court in City of Pitts- 
burgh v. F.P.C., 99 AppDC 113, 237 F. 24.741, 751. The facts 
simply will not yield to the petitioners’ treatment of them. 
There is reproduced in the joint appendix the full portion of 
the hearing transcript (R. 556-67) wherein counsel for the 
Columbia Companies questioned Gordon L. Jennings, super- 
visor of Texas Eastern’s Plans and Research Division, about 
Texas Eastern’s plans to make the CP60-122 application in 
the near future. A reading of this portion of the transcript 
will reveal the following indisputable facts: (1) that the Texas 
Eastern witness was fully informed about his company’s plans 
to make the CP60-122 filings; (2) that he gave an accurate 
general description of the substance of that proposed applica- 
tion; (3) that the Columbia Companies’ counsel had complete 
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freedom to draw out whatever details of that proposed expan- 
sion he thought relevant; (4) that he questioned the witness 
Jennings precisely on the question that the Columbia Com- 
panies are now raising, that is, whether the facilities assigned 
to Winter Service could be used instead to render any part of 
the CP60-122 service; and (5) that the witness replied clearly 
and unequivocally that, save for insubstantial amounts, the 
facilities could not be so used. 

Although from all that appears they would have been en- 
tirely free to do so, the Columbia Companies introduced into 
the record not a single bit of evidence in rebuttal of Jennings’ 
testimony. The petitioners are now asking for a second chance 
to do.what they could have done at the offinal hearing if they 
had thought it.relevant. In these circumstances this: Court’s 
City of Pittsburgh decision affords them no support. There 
this Court held the Commission had erred in refusing, during 
the course of an application by Texas Eastern to abandon the 
“Little Inch” line, to permit consideration of a proposal for 
expansion that all parties knew Texas Eastern was shortly to 
make. As this Court stated: 


* * © the petitioners’ proffer of proof that the present 

pre-emption of the Kosciusko line’s relatively inexpen- 

“give expandability would make the next block of ex- 

pansion more expensive, significantly increasing cost of 

-- gervice, was rejected on the ground that “future expan- 

‘gion * * * is not an issue inthis case.” Both of these 

.- rulings were upheld by the Commission on the ground 

: that “in this application no additional service is: pro- 

. « posed” 237 F. 2d at 750-751. ; 

The contrast with the present case, wherein the petitioners 

were free to adduce evidence regarding the future expansion 

and its relationship with the Winter Service proposal for what- 

ever it. was worth, could scarcely be more striking. Another 

aspect.of the City of Pittsburgh case is indeed affirmative sup- 

port for the propriety of the Commission’s action in denying 

the motion to reopen. Pittsburgh there sought by motion to 

have this Court take notice of the contents of the subsequent 
expansion application. The Court said, 237 F. 2d at 752: 
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* © © We need not decide the admissibility of the new 
application in the face of the argument that it occurred 
long after the hearing was closed. The record amply 
shows Texas Eastern’s intention to apply for authority 
to expand its capacity and its sales and that such ex- ~ 
pansion would be through looping of the Kosciusko line. 
All that the new evidence could add would be a precise 
date, a precise amount of expansion, and a precise loop- 
ing proposal. Such details, however, are unnecessary 
for our purposes. [footnote omitted] * * * 

Similarly, in this case, the petitioners had full opportunity 
to put the details of the CP60-122 expansion on the record if 
they desired, and the examiner took official notice of the con- 
tents of Texas Eastern’s filing. Since the petitioners at the 
time of the hearing evidently thought that production of fur- 
ther evidence was unnecessary for their purposes, surely the 
Commission was not later obliged to conclude otherwisé in pass- 
ing on the motion to reopen. See Michigan Consolidated Gas 
Co. v. F.P.C., 246 F. 2d 904, 909-10 (CA3). 

The Commission has determined that Winter Service is re- 
quired by the public convenience and necessity, that it will 
afford valuable benefits both to the pipeline and to the cus- 
tomers using the service, that it is uniquely designed to take 
advantages of the characteristics of underground storage. 
Having made these findings, the Commission would be derelict 
in its duty if it were to postpone the certification of the Winter 
Service on the ground that some of the facilities involved rep- 
resent “cheap expandability” that sometime indefinitely in the 
future might be put to an alternative use. The Commission 
has determined what will best serve the present and future 
public convenience and necessity. 
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CONCLUSION 


For the foregoing reasons we respectfully submit that the 
order of the Commission should be affirmed. 
Joun C, Mason, 
General Counsel, 
Howarp E. WAHRENBROCE, 
Rosert L. RussE.t, 
Assistant General Counsel, 


Federal Power Commission, 


Washington 26, D.C. 


June 5, 1961. 
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TEXAS EASTERN TRANSMISSION CORPORATION 


COUNTER STATEMENT OF CASE 


The order under review was issued by the Federal Power 
Commission (Commission) on September 1, 1960. By such 
order the Commission granted Texas Eastern Transmission 
Corporation (Texas Eastern) a certificate of public con- 
venience and necessity under Section 7 of the Natural Gas 
Act authorizing it, inter alia, (1) to activate and develop 
its one-fourth interest in the Leidy Storage Field in Clinton 
and Potter Counties, Pennsylvania; (2) to construct certain 
pipeline and compression facilities from the Leidy Storage 
Field and the Oakford Storage Field to its market area in 
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Pennsylvania, New Jersey and New York; and (3) to sell 
additional quantities of gas by means of such storage prop- 
erties and facilities under its Winter Service Rate Schedule 
(Winter Service) to 23 of its existing customers for resale 
and distribution by them to the general public during the 
151 day winter heating season from November 16 to April 
15. 

Prior to the institution of Winter Service, Texas Eastern 
supplied its customers’ requirements principally under the 
following types of rate schedules: 


1. The DCQ Rate Schedule under which Texas Eastern 
is obligated to make available a specified maximum daily 
quantity of gas 365 days out of the year and under which 
the customer must pay a monthly demand charge and a 
minimum commodity charge. (R. 3258-3262). 


2. The SGS Rate Schedule available only to customers 
whose maximum daily requirements do not exceed 5000 
MCF of gas. Under this rate schedule, Texas Eastern is 
obligated to make the maximum daily quantity available to 
the customer 365 days out of the year at a unit rate per 
MCF for the gas delivered. The customer has no take or 
pay for obligations. (R. 3269-3271). 


3. The GS Rate Schedule under which Texas Eastern 
is obligated to make available a specified maximum daily 
quantity as and when requested by the customer until an 
annual quantity equal to 270 times the maximum daily 
quantity has been delivered. Under this rate schedule, the 
customer is required to pay a monthly demand charge. (R. 
3263-3268). 


4. The I Rate Schedule under which Texas Eastern may 
offer surplus gas on an interruptible basis to its firm cus- 
tomers during the off-peak season from April 16 to Novem- 
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ber 15. This surplus off-peak gas is sold at the DCQ com- 
modity charge of 26¢ per MCF. (R. 5140). 


5. The ACQ Rate Schedule under which Texas Eastern 
is obligated to deliver a specified annual quantity of natural 
gas to the customer but is not required to make any specific 
quantity available on any given day. This rate schedule was 
designed primarily to permit customers having storage 
fields to purchase a firm supply of gas for injection into 
storage. The rate under this schedule is 90% of the DCQ 
rate at 100% use which was the equivalent of 34.7¢ per 
MCF, at the time of the hearing in this proceeding.” (R. 
3277-3280). 

6. The WPS Rate Schedule under which Texas Eastern 
offered its customers prior to each winter heating season 
the quantities of gas then determined to be available for 
delivery for Winter Peaking Service during the 151 day 


winter heating season from November 16 to April 15. The 
rate for this service was 50¢ per MCF. The WPS Rate 
Schedule was cancelled upon institution of the Winter 
Service Rate Schedule (R. 3276). 


7. The X-28 Rate Schedule under which Texas Hastern 
makes available to Transcontinental Gas Pipe Line Cor- 
poration (Transcontinental) a certain volume of gas from 
the Oakford Storage Field each winter heating season. The 
volume thus made available is returned by Transcontinental 
for injection into storage during the off-peak season. (R. 
3431-3449). The rate for this service is based upon a seg- 
regation of the costs of the portion of the Oakford Storage 


* This proceeding also involved a request by Texas Eastern for 
authority to continue ACQ sales to four of its customers for an 
additional period of 20 years. (R. 3560-3561). On this appeal 
Petitioners do not contest either the Commission’s authorization 
of the continuation of such sales or the rate for that service. 
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Field and related facilities used to render the service. (RB. 
1370-1372; 5155-5156; 13 FPC 992). 

The Winter Service authorized by the order under review 
consists of the delivery during the 151 day winter heating 
season of an aggregate Maximum Daily Quantity of 334,036 
MCF and a total Winter Contract Quantity of 20,042,100 
MCF of natural gas. In order to provide the customers 
flexibility in meeting their winter house heating peaks, the 
Winter Service Rate Schedule permits the customer to 
receive 150 percent of the Average Daily Quantity® until 
80 percent of the winter contract quantity has been taken. 
Thereafter the maximum permitted take is reduced to 125 
percent of the Average Daily Quantity until the customer 
has taken 90 percent of its Winter Contract Quantities, at 
which point it is reduced to the Average Daily Quantity. 
Such reductions are to compensate for reductions in daily 
deliverability from the storage fields resulting from the 
withdrawal of such volumes of gas. (R. 2690-2691). 

The Winter Service Rate Schedule is also designed to 
alleviate the customer’s excess off-peak summer gas prob- 
lem under the firm Rate Schedules by permitting the cus- 
tomer to have placed into storage for its account up to 30 
percent of the winter contract quantity by cutting back 
on its takes under such firm rate schedules during the 
summer months. This relieves the customer of the prob- 
lem of disposing of the gas during the summer season for 
inferior uses such as boiler fuel and preserves the gas for 
the superior use of house heating. (R. 2691). 

In order to render Winter Service, Texas Eastern re- 
quested authority from the Commission to activate and 
develop its one-quarter interest in the Leidy Storage Field, 
thereby making available a top storage capacity of 15,000,- 


* The Average Daily Quantity is 1/90th of the Winter Contract 
Quantity. 
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000 MCF of gas for use during the winter heating season. 
Texas Eastern proposed to utilize the excess storage ca- 
pacity of its already connected Oakford Storage Field to 
supply the remaining 5,042,100 MCF of top storage capacity 
required for Winter Service. (R. 2704-2705). In addition 
to this storage capacity, Texas Eastern requested authority 
to construct and operate a pipeline connecting the Leidy 
Storage Field to its transmission system and certain pipe- 
line loops and compression facilities along its system be- 
tween storage fields and the market area to permit delivery 
of the Winter Service gas to its customers during the winter 
heating season. Texas Eastern proposed to utilize existing 
unused off-peak pipeline capacity for transporting the 
volumes of Winter Service gas from the producing fields 
to the storage fields for injection during the summer months. 
Accordingly, no new facilities were required south of the 
storage fields. (R. 787-788, 1687-1691, 2692-2693). 

At the hearing no party seriously contested the adequacy 
of the proposed facilities, their capital costs, the markets 
for the service, the gas supply or the financing. Indeed, the 
only issue in controversy was the lawfulness of the rate for 
the proposed Winter Service. (R. 1378, 3033-3034). On this 
issue, Petitioners, owners of extensive storage properties 
who did not elect to avail themselves of the proposed 
Winter Service because they could obtain storage service 
more cheaply from their own storage fields, contended that 
the proposed Winter Service Rate was too low.® 


® In Docket No. 15,557 of this Court, Petitioners previously sought 
review of an order issued by the Commission on December 24, 
1959, in the instant proceeding granting Texas Eastern tempo- 
rary authorization to render Winter Service for the 1959-1960 
winter heating season at a rate of 75¢ per Mcf. By order dated 
April 5, 1960, this court granted motions filed by the Commission 
and Texas Eastern to dismiss the petition for review for failure 
of Petitioners to show aggrievement. 
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At the urging of Petitioners, the Commission ordered 
that Petitioners should be afforded an opportunity to con- 
test and controvert those matters related to Winter Service 
which might adversely affect the legal and economic inter- 
ests of Petitioners. As a result, the hearing of this certifi- 
cate case had all of the aspects of a full-fledged rate pro- 
ceeding under Section 4 or 5 of the Natural Gas Act. (R. 
5503). 

Texas Eastern, its Winter Service customers, and the 
Commission staff each took the position that the Winter 
Service Rate should be based on a separate allocation to 
Winter Service of the full costs of the proposed Leidy 
Storage Field and additional transmission facilities which 
would be used solely for providing Winter Service, together 
with that portion of the costs of the Oakford Storage Field 
and existing pipeline facilities from the storage fields to 
the market area to be utilized in rendering Winter Service. 
However, Texas Eastern and its Winter Service customers 
differed with the Commission staff on the issue of the price 
to impute to the gas delivered into storage. On this issue, 
Texas Eastern contended that since existing off-peak pipe- 
line capacity is to be used for delivering gas to storage, the 
gas should be priced into the storage field at the 26¢ per 
MCF commodity rate charged under Texas Hastern’s I Rate 
Schedule for the sale of surplus gas on an interruptible 
basis during the off-peak season. Based upon this method 
of pricing gas into storage and allocating to Winter Service 
all storage and other costs directly related to it, Texas 
Eastern arrived at a Winter Service Rate of 68.3¢ per MCF. 
(R. 5138-5145). 

The Winter Service customers introduced evidence in 
support of the contention that gas should be priced into 
storage at 22.9¢ per MCF representing the average cost 
of gas to Texas Eastern of 20.33¢ per MCF, plus out of 
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pocket costs for fuel and power to transport the gas to 
storage of 1.96¢ per MCF. However, the Winter Service 
customers indicated they were willing to accept Texas Bast- 
ern’s theory of computing the Winter Service Rate at 68.3¢ 
per MCF. 

The Commission staff, on the other hand, contended that 
gas should be priced into Oakford Storage at Texas Hast- 
ern’s Zone C ACQ rate of 34.7¢ per MCF and into Leidy 
Storage at a constructed ACQ rate of 36.9¢ per MCF for 
Texas Eastern’s Zone D. In support of this contention, the 
staff reasoned that the nearest analogy to the use of off- 
peak pipeline capacity for the injection of gas into Texas 
Bastern’s storage fields was Texas Hastern’s sale of ACQ 
gas to four of its existing customers for injection into their 
own storage fields. This method of pricing gas into storage 
at the ACQ rate resulted in a Staff-recommended rate for 
Winter Service of 74.6¢ per MCF in lieu of Texas Eastern’s 
proposed rate of 68.3¢ per MCF. (RB. 5138-5145). 

Petitioners contended that the only correct procedure for 
determining the Winter Service Rate was by a zone to zone 
cost of service study on a rolled-in rate principle (BR. 3053- 
3054). Although Petitioners refused to advocate any rate 
as being proper for Winter Service, they offered extensive 
testimony and introduced several studies to demonstrate 
their rate-making philosophies. (R. 3030-3130). 

The Examiner found that the record contained full and 
adequate data for weighing and fixing the just and reason- 
able rate for Winter Service and that the burden of proof 
regarding the initial rates had been fully met under Sec- 
tions 4, 5 and 7 of the Natural Gas Act. Based upon the evi- 
dence, he found that “the rate proposed by the staff ior 
the Winter Service is the just and reasonable rate. It re- 
covers all proper costs incident to the rendition of the 
service. It does not allow any preferential or discriminatory 
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treatment to any customer of Texas Eastern nor impose 
any undue burden on any customer of Texas Eastern.” (R. 
5145). In commenting upon the contentions of Petitioners, 
the Examiner stated that “the evidence presented by the 
Columbia Companies is discredited by the complete ignor- 
ance displayed in their cost allocation evidence of the 
physical operations of Texas Hastern’s pipeline and storage 
fields.” (R. 5137). 

By the order under review, the Commission adopted the 
Examiner’s Decision with minor exceptions not germane 
to this appeal. In affirming the Examiner’s findings that 
the Winter Service Rate proposed by the staff is the just 
and reasonable rate, the Commission stated: 


“The principal controversy raised by the numerous 
exceptions to the examiner’s decision concerns the rate 
to be charged for Texas EHastern’s Winter Service. 
This is a special service made possible by storing vol- 


umes of gas not taken by Texas Hastern’s customers 
during off-peak periods and later withdrawing these 
volumes to provide limited firm deliveries within a 
winter period of 151 days. Since this Winter Service 
is directly dependent on, and limited by the service 
characteristics of, the storage facilities and off-peak 
capacity necessary for it and is thus distinct from the 
other firm services rendered by Texas Hastern, it is 
appropriate that the rate recommended by Staff and 
adopted by the examiner should be based on a separate 
allocation to Winter Service of all the storage and other 
costs directly related to it. The Staffs use of Texas 
Eastern’s ACQ rate to derive the cost of Winter 
Service gas delivered to storage during the off-peak 
months is also appropriate. The priority of Winter 
Service annual requirements for storage from pipeline 
capacity is in fact almost identical with that of the ACQ 
service, which is also an off-peak service taken by four 
of Texas Eastern’s customers for storage purposes.” 
(B. 5502-5503). 
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The Commission found the rate-making theories ad- 
vanced by Petitioners to be without merit stating: 


“The multifarious objections to the Winter Service 
expressed by the Columbia Companies in their cross- 
examination, direct testimony, briefs, and exceptions 
centers around their assertion that storage service 
should be paid for at firm service rates since it is 
essentially the same as firm service from pipeline 
capacity. * * * However, the operating characteristics 
of this storage service, its limited deliverability period 
and its firm annual supply requirements from off-peak 
pipeline capacity, make it almost the converse of firm 
daily service under Texas Hastern’s DCQ, GS, and SGs 
rate schedules.” (R. 5503). 


Stripped of its verbiage the gravamen of Petitioners’ 
appeal is that the rate to be charged for a storage service 
such as Texas Eastern’s Winter Service cannot be based 
upon a separate allocation of all of the storage and other 
costs directly related to it. Petitioners theorize that al- 
though Winter Service is rendered only for a limited period 
of 151 days out of the year and is made possible only by the 
use of storage fields, it must nevertheless be treated for 
rate-making purposes as though it was available for 365 
days out of the year from pipeline capacity extending from 
the producing fields on the Gulf Coast to the market area 
(B. 5503). The adoption of such an unrealistic rate-making 
theory, of course, would result in a prohibitively high 
Winter Service rate and destroy the usefulness of storage 
fields. In commenting upon Petitioners’ theory, the Exam- 
iner observed as follows : 


“Their policy witness, Batten—a Vice President 
and Chief Operations Officer of the Columbia Gas Sys- 
tem, Inc. — stated that Columbia’s opposition was to 
the proposed rate rather than to the service itself; (Tr. 
1429) but the brief ignored that logical limitation; so 
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that it must be accepted that while reasons for oppos- 
ing the rates were presented, the real opposition is 
intended to kill the project and destroy the proposed 
service for the other customers regardless of their need 
for it or the equitableness of the rates fixed for the 
service. One brief notes that Mr. Batten’s testimony 
appeared to be designed to correct any dog-in-the- 
manger impression that might have been created by 
the refusal of the storage-rich Columbia Companies to 
take the proposed Winter Service and their opposition 
to rendition of the service to less fortunately situated 
companies. But the same brief reaches the sound con- 
clusion that Columbia’s opposition to the proposed 
service rate is nothing more nor less than out-and-out 
opposition to the proposed service, and that it is the 
aim of the Columbia Companies, through the advocacy 
of a wholly inappropriate method of allocating costs, 
to kill the proposed Winter Service.” (R. 5135). 


Texas Eastern submits that the Commission’s findings 


and conclusions are supported by the substantial evidence 
and should not be disturbed on this appeal (Argument I). 
The utilization of storage fields for the rendition of Winter 
Service to meet the house heating peak loads of Texas 
Eastern’s customers is clearly in the public interest. 
Through such service gas formerly used as boiler fuel or 
sold for interruptible industrial use is stored in the sum- 
mer and preserved for the superior use of house heating in 
the winter. The rendition of such service has not and will 
not adversely affect the quantum of service being rendered 
by Texas Eastern to Petitioners nor the rates at which 
such service is rendered. Quite the contrary, all classes of 
service, including Petitioners, will benefit from the service 
(Argument III). The Commission’s action in fixing the 
Winter Service rate so that the costs of the storage and 
related facilities are borne solely by those receiving the 
service and off-peak volumes of gas are priced into storage 
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at the same system-wide basis used for existing similar 
sales is in accord with the distinctive characteristics of the 
service and the established precedents for fixing storage 
service rates (Arguments I and III). 


STATUTES AND RULES AND 
REGULATIONS INVOLVED 
These are set forth in an Appendix hereto. 
SUMMARY OF ARGUMENT 
L 


It is well established that regulatory agencies, such as 
the Commission, are presumably equipped and informed 
by experience to deal with a specialized field of knowledge 
and their findings, if supported by substantial evidence, are 
conclusive. In the instant case the Commission’s findings 
that the rate for Winter Service should be based upon a 


separate allocation of all the storage and other costs directly 
related to it are clearly supported by the substantial evi- 
dence and in accord with the established principles utilized 
for fixing the rates for the same or similar services from 
the same storage fields involved in this case. The evidence 
establishes that Petitioners have themselves approved of 
these principles in an earlier case. Petitioners’ attack upon 
the Commission’s findings is predicated upon the theory 
that Texas Eastern’s storage is operated inseparably with 
its transmission facilities to meet the requirements of all 
of its customers. The fallacy of such theory is demonstrated 
by the fact that the Leidy Storage Field, which will supply 
three-fourths of the total storage capacity required for the 
proposed Winter Service, was not even connected to Texas 
Eastern’s system prior to the institution of Winter Service. 
Obviously, such unconnected storage field could not have 
been used to meet the requirements of any of Texas Hast- 
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ern’s customers. In addition, the testimony establishes 
that Texas Eastern’s firm DCQ and SGS services require 
that the full Daily Contract Quantity must be made avail- 
able each day of the year. For this reason, Texas Eastern’s 
pipeline system is necessarily designed and constructed to 
provide the full daily capacity to transport the total maxi- 
mum daily quantities of DCQ and SGS gas from the pro- 
ducing fields to the market areas and storage can perform 
no function in meeting the requirements of such customers. 
Petitioners also contend that there is insufficient unused 
capacity in the Oakford Storage Field to fulfill the require- 
ments of Winter Service from such field. This contention 
is clearly refuted by Petitioner’s agreement to a greater 
volume of Winter Service gas in the Rate Settlement Agree- 
ment referred to on Page 17 of Petitioners’ brief and by the 
fact that the unused capacity of such field has been utilized 
for several past winter heating seasons to deliver greater 
volumes of gas than are involved in the instant proceeding. 


. I. 

Petitioners complain of the Commission’s failure to make 
specific findings concerning certain contentions which Pe- 
titioners did not even see fit to include under their proposed 
findings in either their brief before the examiner or their 
exceptions to the examiner’s decision. Obviously Petition- 
ers’ failure to propose such findings constitutes a bar to 
their complaint. Moreover, the Commission’s affirmative 
findings adopting the rate concepts of the staff necessarily 
included a rejection of the contrary theories advanced by 
Petitioners and additional negative findings would have 
been redundant. 

Til. 

At the instance of Petitioners the lawfulness of the rate 
for Winter Service was fully tried in this proceeding. Pe- 
titioners’ complaint on this appeal that the record was not 
sufficiently precise or complete to support the Commission’s 
approval of the Winter Service rate is directed not to any 
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deficiencies in the evidence, but, instead, to the fact that 
the Commission found Petitioners’ rate-making theories to 
be without merit. The courts have recognized that there 
are no constitutional or statutory requirements for the de- 
termination of just and reasonable rates. Accordingly, the 
Commission is free to use any rate-making formula or 
combination of formulae it chooses and he who would upset 
a rate order carries a heavy burden of making a convine- 
ing showing that it is invalid because it is unjust and un- 
reasonable in its consequences. In this case Petitioners 
wholly failed to make any showing that the Winter Service 
rate fixed by the Commission is unjust or unreasonable and 
their witnesses were found to be discredited by the complete 
ignorance displayed in their cost allocation evidence of the 
physical operations of Texas Hastern’s pipeline and storage 
fields. The substantial evidence establishes that the end 
result reached by the Commission was just and reasonable 


and all existing classes of customers, including Petitioners, 
will be benefited by the rendition of Winter Service at the 
rate approved by the Commission. 


IV. 

Petitioners’ contention that the Commission erred in 
denying their motion to reopen and consolidate this pro- 
ceeding with Docket No. CP 60-122 involving an application 
by Texas Eastern to expand its pipeline capacity by ap- 
proximately 50,000 MCF per day to serve existing firm 
customers is without merit. During the course of the hear- 
ings in these proceedings, Petitioners were informed that 
the CP60-122 application would be filed in the near future. 
Petitioners questioned Texas Eastern’s witnesses concern- 
ing such proposed application and unsuccessfully offered 
evidence in an attempt to establish that firm sales such as 
those proposed in the CP60-122 application could be sup- 
plied from storage. Petitioners were content to let the 
record be closed and the examiner’s decision rendered 
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without making any reservations concerning the CP60-122 
application, and their motion to reopen was not filed until 
after the examiner had rejected their contentions. Ob- 
viously Petitioners should not be permitted to stand aside 
and speculate on the outcome and then seek to reopen the 
proceedings when a decision has been renderd against them. 
Moreover, the examiner took administrative notice of 
the CP60-122 application and after full consideration of 
the evidence and all Petitioners’ contentions, the Commis- 
sion found that “new service such as that applied for in 
Docket No. CP60-122 cannot be supplied from storage.” 
Therefore, it is obvious that the Commission did not abuse 
its discretion in refusing Petitioners’ motion to reopen. 


ARGUMENT 


L THE FINDINGS OF THE COMMISSION ARE 
FULLY SUPPORTED BY THE SUBSTANTIAL 
EVIDENCE. 


Petitioners do not contest the Commission’s findings as 
to any of the criteria normally used in determining whether 
a proposed project is required by the public convenience 
and necessity within the meaning of Section 7 of the Nat- 
ural Gas Act. Instead, Petitioners’ appeal is directed 
primarily at the Commission’s finding that since “Winter 
Service is directly dependent on, and limited by the service 
characteristics of the storage facilities and off-peak capac- 
ity necessary for it and is thus distinct from the other firm 
services rendered by Texas Eastern, it is appropriate that 
the rate recommended by staff and adopted by the examiner 
should be based upon a separate allocation to Winter 
Service of all the storage and other costs directly related 
to it.” (R. 5502-5503). 

That the foregoing finding is supported by the substantial 
evidence is abundantly clear from the record. For example, 
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the undisputed testimony establishes that the 151 day 
period for rendition of Winter Service, as well as the max- 
imum daily and annual quantities to be delivered during 
such winter period are based upon and tailored to the 
storage withdrawal season, the historical unused storage 
capacity of the Oakford Storage Field and the available 
storage capacity of the Leidy Field (RB. 542, 544-545, 561- 
563, 2699, 2655-2656). Further, the Winter Service rate 
schedule provides for reduction in the daily deliveries of 
winter gas when specified volumes of gas have been de- 
livered, to compensate for the resulting reductions in stor- 
age pressures and deliverability (BR. 2701, 2206-2209, 2655- 
2656). 

It is equally well established on the basis of actual operat- 
ing experience on Texas Eastern’s system that off-peak cut- 
backs in customer purchases will provide ample gas and 
off-peak capacity to transport and inject into storage dur- 
ing the summer months the total annual quantity of gas 
required for rendition of Winter Service during the 151 
day winter storage withdrawal season. (R. 787-788, 1687- 
1691, 2692-2693). Thus, it is clear that Winter Service is 
directly dependent on and limited by the service char- 
acteristics of the storage facilities and the off-peak capacity 
necessary for it. 

Petitioners’ attack upon the Commission’s findings is 
based primarily upon the completely unsupportable conten- 
tion that “Texas Eastern’s storage is operated inseparably 
with its transmission facilities to meet the requirements of 
all its customers.” (P.B. 20). The frivolous nature of this 
contention is readily apparent when it is recognized that 
the bulk of the storage to be used in rendering Winter 
Service, i.e, the Leidy Storage Field, was not even con- 
nected to Texas Eastern’s system prior to the institution 
of Winter Service. Petitioners’ characterization of this un- 
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connected, undeveloped storage field as an inseparable part 
of Texas Eastern’s transmission facilities borders upon the 
ludicrous. 

Equally untenable is Petitioners’ contention that Winter 
Service results in depriving them of the use and benefit of 
the Oakford Storage Field (P.B. 22). Petitioners purchase 
gas from Texas Eastern only under the DCQ Rate Schedule 
which requires Texas Eastern to make the maximum daily 
quantity of gas available to Petitioners each and every day 
of the year. (R. 551, 3242-3243, 3258-3259). Thus it is obvi- 
ous that no part of Petitioners’ requirements can be sup- 
plied from storage. The inherent nature of storage neces- 
sarily requires an input period as well as a withdrawal 
period each year. Since the DCQ Rate Schedule does not 
permit any forced reductions in deliveries by Texas Eastern 
for the purpose of injecting gas into storage during the 
input period, it necessarily precludes the use of storage in 
supplying the requirements of DCQ customers. (R. 3242- 
3246, 3258-3262. For this reason Texas Hastern’s pipe line 
system is necessarily designed and constructed to provide 
the full daily capacity to transport the total maximum daily 
quantities of DCQ and SGS gas from the producing fields 
to the market areas. (R. 551). That storage is not necessary 
to or interrelated with the rendition of DCQ service is also 
conclusively established by the fact that Texas Eastern 
rendered DCQ service to Petitioners from 1947 to 1952 with 
no storage whatsoever connected to its system. Texas East- 
ern’s service to Petitioners was not changed by the addition 
of the Oakford Storage Field to Texas Eastern’s system in 
1952 and such service clearly will not be affected in any 
manner by the institution of Winter Service from the Oak- 
ford and Leidy Storage Fields. 

Petitioners’ contention that there is not sufficient uncom- 
mitted storage capacity in Oakford Storage to enable Texas 


17 


Eastern to render Winter Service (P-B. 22, 23) is also with- 
out merit. Such contention is based solely upon a calculated 
adjustment by Petitioners of arbitrary adjusted figures 
rather than actual figures in a 1959 rate filing by Texas 
Eastern in Docket No. G-18841. The contention is completely 
refuted by the fact that the Commission’s orders of January 
25, 1961, and March 23, 1961, referred to on Page 7 of 
Petitioners’ brief, approved a settlement of the Docket No. 
G-18841 rate case which was agreed to by Petitioners and 
which utilized a volume of 6,057,900 MCF of Winter Service 
sales in determining Texas Eastern’s rates including the 
DCQ rates to Petitioners (Article VII of Rate Settlement 
Agreement). Since the Docket No. G-18841 rate case did 
not involve the Leidy Field, this volume of 6,057,900 MCF 
of Winter Service sales was attributable solely to the un- 
used capacity of the Oakford Storage Field. Thus, in the 
very docket to which they refer, Petitioners have recognized 
that the uncommitted Oakford Storage capacity exceeds 
Texas Eastern’s Winter Service requirements from Oak- 
ford by more than 1,000,000 MCF per year. 

Petitioners’ contention also ignores the fact that in each 
winter from 1956 through 1958, Texas Hastern delivered 
greater volumes of Winter Peaking Service gas from Oak- 
ford Storage than the 5,042,100 MCF per year of Oakford 
Storage capacity to be used herein for long-term Winter 
Service.* 

The sale of Winter Peaking Service gas was discontinued 
after the 1957-1958 winter season and in Docket No. G-16505 
the Commission granted Texas Eastern temporary authori- 
zation to render Winter Service in the amount of 8,864,910 


*The Commission authorized minimum Winter Peaking Service 
deliveries of not less than 7,438,500 MCF during the winter of 
1956-1957, 16 FPC 887, 1049; and not less than 6,994,694 MCF 
during the winter of 1957-1958, 18 FPC 582. 
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Eastern’s pipeline and storage fields.” (R. 5137). The at- 
tempt by Petitioners to retry the factual issues of the case 
completely ignores the well established rule that the find- 
ings of the Commission as to facts, if supported by sub- 
stantial evidence, are conclusive. Federal Trade Commis- 
sion v. Algoma Lumber Company, (1934) 291 U.S. 67, 73; 
Panhandle Eastern Pipe Line Company v. Federal Power 
Commission (C.A. 3, 1956), 232 F. 2d 467, 473, certiorari 
denied, 352 U.S. 891; Manufacturers Light and Heat Com- 
pany v. Federal Power Commission (C.A. 3, 1953), 206 F. 
2d 404, 407. 

It is well established that regulatory agencies, such as 
the Federal Power Commission, are presumably equipped 
and informed by experience to deal with a specialized field 
of knowledge and their findings within that field carry the 
authority of an expertness which courts do not possess, 
and, therefore, must respect. Universal Camera Corpora- 
tion v. National Labor Relations Board (1951) 340 U.S. 
474; American Air Lines v. Civil Aeronautics Board (1951), 
g9 App. D.C. 365; 192 F. 2d 417, 420; Interstate Power 
Company v. Federal Power Commission (C.A. 8, 1956), 
936 F. 2d 372; State Corporation Commission of Kansas v. 
Federal Power Commission (C.A. 8, 1953), 206 F. 2d 690, 
cert. denied 346 U.S. 922. Accordingly there is no legal 
basis for Petitioners’ contention that this court should 
substitute its judgment for that of the Commission. 

Moreover, contrary to Petitioners’ assertions, there is 
ample precedent to support the Commission’s principle of 
the segregation of storage costs in the determination of 
the rate for Winter Service. In fact, the Petitioners ex- 
pressly approved the segregation principle in the establish- 
ment of the X-28 rate for storage service rendered by 
Texas Eastern to Transcontinental from the same Oakford 
Storage Field involved in this proceeding. (R. 1370-1372, 
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5155-5156; 13 FPC 992). Mr. Batten, Vice President and 
Chief Operations Officer of the Columbia Gas System, Inc., 
who was the policy witness for Petitioners, could not give 
any satisfactory explanation as to why Petitioners sup- 
ported segregation of storage in connection with the rendi- 
tion of storage service to Transcontinental while opposing 
the segregation principle in the instant case. Further, In 
the Matter of Transcontinental Gas Pipe Line Corporation 
(1958), 20 FPC 264, in which Petitioner, The Manufacturers 
Light and Heat Company, was a party, the Commission 
fixed Transcontinental’s rates for storage service from its 
one-quarter interest in the same Leidy Field involved in 
this proceeding on the basis of segregating storage and 
related facilities. The Commission’s opinion does not 
reflect that Petitioner offered any objection to the principle 
of fixing rates on the segregation of storage theory in such 
case. 

Petitioners’ reliance upon the case of Battle Creek Gas 
Co. v. Federal Power Commission (1960), 108 App. D.C. 
209, 281 F. 2d 42, is based upon a misconception of this 
court’s holding in such case as well as the Commission’s 
findings in the instant case. In the first place the Battle 
Creek case did not involve a specialized service rendered 
only during the winter months from storage, but, instead, 
involved an over-all pipeline expansion for the purpose of 
rendering a firm year *round service. Secondly, in the Battle 
Creek case, this court expressly recognized that the highly 
technical area of rate-making is reserved primarily for 
Commission determination stating: 


“The role of reviewing courts in passing on the rate- 
making methods used by administrative agencies is 
necessarily narrow. These matters are properly for 
the commission, and its determination is to be disturbed 
for only the most basic forms of abuse.” 
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Furthermore, in the Battle Creek case, this court did not 
hold that all rates must be fixed on a “rolled-in” basis, but, 
instead, approved the Commission’s action in fixing rates 
on a rolled-in basis with respect to the expansion of existing 
facilities and on a segregated or incremental basis with 
respect to extensions constructed for the purpose of serving 
a single customer. 

In recognizing that the segregation approach is proper 
in certain instances, this court stated: 


“Whatever its virtues, use of a ‘rolled-in’ approach 
alone is not adequate in all situations, particularly 
where some assets are used by the utility solely for the 
benefit of one customer. At some point in every gas 
distribution facility the general system ends and con- 
nective links to the local distributors’ own equipment 
begins. At this point the facility becomes so identified 
with its function as a part of the local distributor’s 
gas plant that it may be unfair to charge its costs to 


all of the customers of the utility. This is particularly 
so where the extent and cost of such segregated facili- 
ties vary greatly among the customers. In such a situa- 
tion the costs of these facilities are commonly charged 
as an ‘incremental’ cost added in to the particular 
customer’s rate base.” 


In the instant case the Commission fixed the Winter Service 
rate upon the same basic principles as were involved in 
the Battle Creek case because the use of existing off-peak 
pipeline capacity from the producing fields to the storage 
fields was priced on the same system-wide basis as is used 
for the rendition of the almost identical ACQ service from 
the same pipeline facilities to Texas Eastern’s existing 
customers for storage purposes. (R. 5503). Thus, with re- 
spect to existing pipeline capacity, Winter Service cus- 
tomers are treated on the same rolled-in basis as customers 
who receive a similar service. 
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The storage capacity and related facilities which are 
dedicated solely to the purpose of rendering Winter Service 
were properly segregated on an incremental basis in de- 
termining the Winter Service rate for the same reason that 
the pipeline extension facilities used for the sole purpose 
of supplying a single customer were segregated in the 
Battle Creek case. Indeed, in segregating Texas Eastern’s 
one-quarter interest in the newly connected Leidy Storage 
Field, the Commission followed the same basic principles 
used in fixing the storage service rates of Transcontinental 
from the same storage field (20 FPC 264) and in segregat- 
ing the portion of Oakford Storage and related facilities 
used for rendering Winter Service the Commission simply 
followed the same method Petitioners previously advocated 
for fixing the rate charged by Texas Hastern for the portion 
of the Oakford Field dedicated to its storage service for 
Transcontinental. 


II. ALL OF PETITIONERS’ CONTENTIONS WERE 
REJECTED BY THE AFFIRMATIVE FINDINGS 
OF THE COMMISSION. 


On Pages 27 through 32 of their brief, Petitioners com- 
plain of the Commission’s failure to make specific findings 
concerning three of Petitioners’ contentions. None of these 
findings were requested by Petitioners either in their brief 
before the Examiner or in their exceptions to the Examin- 
er’s Decision. Petitioners’ failure to request such findings 
constituted a clear violation of Section 1.29(¢) of the Com- 
mission’s Rules of Practice and Procedure which requires 
that all briefs contain “* * * proposed findings and conclu- 
sions * * *” and of Section 1.31(b) of the Commission’s Rules 
of Practice and Procedure which specifies that exceptions 
to the Examiner’s Decision “* * * shall include any pro- 
posed additional findings and conclusions of fact.” Having 
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failed to comply with these requirements of the Commis- 
sion’s Rules of Practice and Procedure, Petitioners obvi- 
ously have no standing to now complain of the Commission’s 
failure to make specific rulings on findings which Petitioners 
did not see fit to propose. 

Moreover, the Examiner’s Decision and the Commission’s 
Opinion reveal that all of Petitioners’ contentions were 
carefully considered and rejected by affirmative findings. 
For example, Petitioners complain of the Commission’s 
failure to make findings concerning their contentions that 
the Staff constructed ACQ rate for Zone D was improper 
(P.B. 29, 30). However, the Examiner’s Decision which was 
adopted by the Commission fully considered the Staff's com- 
putation of such rate and found the same to be proper. 
(R. 5143-5144). Having made such affirmative finding, it was 
obviously unnecessary for the Examiner or the Commission 
to make the redundant negative finding that Petitioners’ 
contentions to the contrary were without merit. United 
States v. Pierce Auto Freight Limes (1946) 327 U.S. 515. 
That the Examiner was correct in such finding is revealed 
by the uncontradicted testimony of the Staff’s witness that 
the items which Petitioners attempt to compare as a basis 
for their assertions are not comparable (R. 1281-1282). 

Petitioners’ contentions concerning “inconsistent alloca- 
tion premises” (P.B. 28, 29) are predicated upon Petition- 
ers’ theory that the Winter Service rate should be based 
upon a zone by zone method of cost allocation. This basic 
rate-making theory of Petitioners was considered at length 
and rejected by the Examiner (R. 5147). Obviously, the re- 
jection of Petitioners’ basic theory made it completely un- 
necessary for the Examiner to make detailed findings as to 
how the Winter Service rate would have been constructed 
if Petitioners’ theory had been adopted. By the same token, 
Petitioners’ contentions concerning “excessive interest de- 
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ductions for tax purposes” (PB. 30-31) are predicated upon 
Petitioners’ argument that the Winter Service rate should 
be established on a rolled-in basis. However, the Commis- 
sion rejected Petitioners’ rolled-in theory and found that 
the Winter Service rate should be based on a separate allo- 
cation to Winter Service of all the storage and “other costs 
directly related to it” which necessarily included the direct- 
ly related interest costs to be incurred on the new debt 
securities needed to help finance the Winter Service facili- 
ties (R. 5503). 

Thus, it is obvious that the Commission’s affirmative find- 
ings made clear its position on all of Petitioners’ major 
contentions and there can be no doubt in the minds of 
Petitioners or this court as to the basis for the Commis- 
sion’s action. Having discredited all of Petitioners’ basic 
rate-making theories, it was not necessary for the Com- 
mission to go further and to make specific findings with 
respect to each of the myriad of costs based upon the re- 
jected theories. The Radio Station KFH Co. v. Federal 
Communications Commission (1957), 101 App. D.C. 164; 
247 F. 2d 570, 572; Public Utility Commission of Connecti- 
cut v. Federal Power Commission (8rd C.A. 1953) 205 F. 
24 116; NLRB v. State Center Warehouse & Cold Storage 
Co. (C.A. 9, 1951) 193 F. 2d 156; and NLRB v. Sharples 
Chemicals (C.A. 6, 1954) 209 F. 2d 645. 


Ill. PETITIONERS HAVE FAILED TO CARRY THE 
HEAVY BURDEN OF SHOWING THAT THE 
WINTER SERVICE RATE FIXED BY THE COM- 
MISSION IS UNJUST AND UNREASONABLE. 


Petitioners complain that the record is not sufficiently 
precise or complete to support the Commission’s approval 
of the Winter Service rate as just and reasonable. (P.B. 
32-40). This complaint is incomprehensible. The record 
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reveals that, even though this was a proceeding under Sec- 
tion 7 of the Act, the Commission ordered that Petitioners 
should be afforded an opportunity to contest and controvert 
by oral and documentary evidence those matters related 
to the Winter Service which adversely affect whatever legal 
and economic interests Petitioners might have in the pro- 
ceeding.” In order to cooperate with Petitioners and to 
insure that they had every opportunity to present any and 
all evidence they desired with respect to their contentions, 
Texas Eastern furnished Petitioners with all information 
requested by them related to Texas Eastern’s system, in- 
cluding a system-wide cost of service by zones. (R. 2984, 
2985-2989, 2990-2991, 139-141, 206-212). 

At the hearing, which consumed 14 hearing days and 
1657 pages of transcript, Petitioners cross-examined the 
witnesses of Texas Eastern, its customers and the Commis- 
sion Staff at great length. In addition, Petitioners pre- 
sented three witnesses and offered numerous exhibits in 
support of all of Petitioners’ contentions. Indeed, the 
voluminous record reveals that the hearings in this case 
fully developed: all of Petitioners’ theories of rate-making. 

In the light of the foregoing, it is apparent that Petition- 
ers’ real complaint is directed not to any deficiencies in the 
evidence, but rather to the fact that the Commission found 
Petitioners’ rate-making theories to be without merit. In- 
deed, Petitioners’ entire complaint is apparently predicated 
upon the unsupportable theory that the Natural Gas Act 
requires the Commission to determine rates in accordance 
with the theories advanced by Petitioners in this proceed- 
ing. Petitioners completely overlook the fact that it is well 
established that the Commission is not bound to the use of 
any single formula or combination of formulae in deter- 


*See Commission’s Order issued Feb. 5, 1960 in Dockets No. 
G-18,968 and 18,969. Appealed to this Court in No. 15,557, Sept. 
Term 196v. 
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mining rates. Federal Power Commission v. Hope Natural 
Gas Company (1944), 320 U.S. 591, 602. It is equally well 
established that allocation of costs is not a matter for the 
slide rule but involves judgment on a myriad of facts and 
has no claim to an exact science. Colorado Interstate Gas 
Company v. Federal Power Commission (1945), 324 U.S. 
581, 589. The courts have recognized that since there are 
no constitutional or statutory requirements or standards 
for the determination of just and reasonable rates, the judg- 
ment and discretion of the Commission is controlling and 
the Commission is free to use any rate-making formula it 
chooses so long as the end result it produces is not unjust 
and unreasonable in its consequences. Federal Power Com- 
mission v. Hope Natural Gas Company, supra; Cities 
Service Gas Company v. Federal Power Commission (10th 
C.A., 1946), 155 F. 2d 694 cert. denied, 329 U.S. 773; Mis- 
sissippi River Fuel Corporation v. Federal Power Com- 
mission (1947), App. D.C. ........0+ , 163 F. 2d 433. 
Further, since the rate-making process is the product of 
“expert judgment,” the Commission’s findings carry a 
strong presumption of validity, and he who would upset a 
rate order carries the heavy burden of making a convincing 
showing that it is invalid because it is unjust and unreason- 
able in its consequences. Federal Power Commission v. 
Hope Natural Gas Company, supra; Cities Service Gas 
Company v. Federal Power Commission, supra. 

In the instant case, Petitioners have wholly failed to 
make any showing that the Winter Service rate fixed by the 
Commission is unjust or unreasonable. The Examiner found 
that the witnesses presented by Petitioners either were 
unqualified to testify regarding the design or operation 
of Texas Eastern’s system or were discredited by cross- 
examination. (R. 5137). Indeed, the methods of rate-making 
advocated by Petitioners were based upon the absurd as- 
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sumptions that Texas Hastern’s storage fields, which are 
actually located in Pennsylvania, were physically located 
in the State of Texas, and that its existing pipeline system 
could transport almost 500,000 MCF per day in excess of 
the existing pipeline capacity from the sources of gas supply 
in Texas to the storage fields, a distance of over 1,000 miles. 
(RB. 1466-1471, 1492-1494; 5136-5137). Clearly, the introduc- 
tion of evidence by Petitioners through disqualified wit- 
nesses concerning fictitious operations by a malarrange- 
ment of Texas Eastern’s facilities operating at non-existent 
pipeline capacity is not sufficient to discharge Petitioners’ 
heavy burden of showing that the Commission’s order is 
unjust or unreasonable in its consequences. 

It is apparent that the end result reached by the Commis- 
sion was just and reasonable when it is realized that the 
Commission in fixing the Winter Service rate allocated to 
Winter Service all costs of Leidy Storage and the new 
related Winter Service facilities (R. 5138), as well as costs 
associated with 5,042,100 MCF of unused top storage ca- 
pacity of Oakford Storage and unused capacity in existing 
facilities east of Oakford, the costs of which had been borne 
by existing classes of service. (R. 5138-5139). In addition, 
existing classes of service will derive a benefit resulting 
from the use of the ACQ rate for pricing Winter Service 
gas into storage. (R. 5124). Thus, it is obvious that all 
customers of Texas Eastern, including all non-Winter 
Service customers, will directly benefit from the Winter 
Service. (R. 1157-1158, 3007, 3015). 

Contrary to the far fetched mathematical gyrations em- 
ployed by Petitioners in their attempts to show that Winter 
Service will result in a rate detriment to existing classes 
of service, (P.B. 32, 33) the rate settlement orders of 
January 25, 1961, and March 23, 1961, referred to on Page 
7 of Petitioners’ Brief afford concrete evidence that exist- 
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ing classes of services have already benefited from the in- 
stitution of Winter Service by an amount not less than 
$2,794,509. By such orders, the Commission approved a 
rate settlement which included a volume of 6,057,900 MCF 
of Winter Service gas from Oakford Storage at a rate of 
73.93¢ per MCF. In the absence of Winter Service, the maxi- 
mum price that could have been assigned to this 6,057,900 
MCF volume of gas would have been Texas Hastern’s in- 
terruptible price of 27.8¢ per MCF in Zone D under the 
rates approved by such orders.* Thus, the existing classes 
of service have already realized a minimum credit of 46.13¢ 
per MCF for the aforesaid volume of gas or a rate benefit 
of not less than $2,794,509. 


IV. THE COMMISSION DID NOT ABUSE ITS DISCRE- 
TION IN DENYING PETITIONERS’ MOTION TO 
REOPEN. 


Petitioners contend that the Commission erred in denying 
their motion to reopen and consolidate this proceeding with 
Docket No. CP60-122 involving an application by Texas 
Eastern to expand its pipeline capacity by approximately 
50,000 MCF per day to serve existing firm customers, That 
Petitioners’ contention is without substance will be appar- 
ent from the following: f 

1. The CP60-122 application does not constitute newly 
discovered evidence. During the course of this proceeding, 
Petitioners questioned three of Texas Eastern’s witnesses 
concerning the application and were informed that it would 
be filed in the “near future” (R. 191-193, 556-562, 817-820). 


* Under the terms of the rate settlement agreement Texas Hast- 
ern’s “I” rate for interruptible sales was increased from 26¢ 
per MCF to 27.8¢ per MCF. In addition, Texas Eastern’s ACQ 
rate was decreased and under Ordering Clause (B) of the Com- 
mission’s order herein under review, the Winter Service rate was 
decreased accordingly. 
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Yet, despite this knowledge, Petitioners were content to 
let the record in this proceeding be closed without making 
any reservations whatever concerning such application. 


2. During the course of these proceedings Petitioners 
propounded questions to Texas Hastern’s witnesses con- 
cerning the proposed CP60-122 application and were not 
denied the opportunity to obtain any information they 
desired concerning the application. 


3. During the course of these proceedings, Petitioners 
attempted unsuccessfully by cross-examination of Texas 
Eastern’s witnesses to establish that storage could be used 
to supply the firm sales proposed in the CP60-122 applica- 
tion (R. 556-562). Petitioners also offered their own evi- 
dence in an attempt to establish that firm service can be 
supplied from storage, which evidence was discredited by 
cross-examination (R. 1601-1604). Thus, Petitioners were 
not forestalled in making any proof concerning this matter, 
and no evidence offered by Petitioners was excluded. 


4. After the CP60-122 application was filed, Petitioners 
were content in their brief before the Examiner to permit 
this proceeding to be decided on the existing record with 
the request that the Examiner and the Commission should 
take judicial notice of the CP60-122 application (Brief — 
Page 14). Pursuant to this request, the Examiner in his 
decision took administrative notice of such application (R. 
5145) and the same thus became a part of the record in this 
proceeding. 


5. Petitioners did not file their motion to reopen until 
after the Examiner had rendered his decision rejecting the 
contentions of Petitioners in this proceeding.* 


*The CP 60-122 application was filed on June 13, 1960. The 
Examiner’s decision was issued on July 22, 1960. Petitioners’ 
motion to reopen was not filed until August 2, 1960, fifty days 
after the filing of the CP 60-122 application. 
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6. The Commission’s order denying Petitioners’ motion 
to reopen and their application for rehearing reveals that 
the Commission carefully considered the application in 
Docket No. CP60-122, which was a part of the record in this 
proceeding, together with all of the evidence referred to in 
Petitioners’ brief, and found the motion to be without 
merit. (R. 5503, 5712). 

Thus, it is apparent that Petitioners have had a full and 
complete administrative hearing and the Commission did 
not abuse its discretion in denying their untimely motion 
to reopen. In Colorado Radio Corporation v. Federal Com- 
munications Commission (1941), App. D. C. ...... , 118 
F. 2d 24, involving a similar situation, this court held: 


“Appellant took its chance that the Commission, on 
the existing record, would revert to its previous de- 
cision although it had been set aside. Now that the de- 
cision has gone against it, the appellant wants a chance 
to persuade the Commission with a supplemental rec- 
ord. We cannot allow the appellant to sit back and 
hope that a decision will be in its favor, and then, when 
it isn’t, to parry with an offer of more evidence. No 
judging process in any branch of government could 
operate efficiently or accurately if such a procedure 
were allowed. 


«“* * © Such a person should not be entitled to sit back 
and wait until all interested persons who do so act 
have been heard, and then complain that he has not 
been properly treated. To permit such a person to stand 
aside and speculate on the outcome; if adversely af- 
fected, come into this court for relief; and then permit 
the whole matter to be reopened in his behalf, would 
create an impossible situation.” 


In Interstate Commerce Commission v. Jersey City 
(1944), 322 U.S. 503, 514, the court stated: 
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“If upon the coming down of the order litigants might 
demand rehearings as a matter of law because some 
new circumstance has arisen, some new trend has been 
observed, or some new fact discovered, there would be 
little hope that the administrative process could ever 
be consummated in an order that would not be subject 
to reopening. It has been almost a rule of necessity that 
rehearings were not matters of right, but were pleas 
to discretion. And likewise it has been considered that 
the discretion to be invoked was that of the body mak- 
ing the order, and not that of a reviewing body.” 


Petitioners’ argument that City of Pittsburgh v. Federal 
Power Commission (1956) 99 App. D.C. 113, 237 F. 2d 741, 
requires the granting of their motion is without merit. In 
City of Pittsburgh, the Commission refused to permit Pitts- 
burgh to be heard with respect to a future expansion, and 
this Court held that the refusal of the Commission to con- 
sider future expansion in determining the public conveni- 
ence and necessity was erroneous. In the instant case Peti- 
tioners were given a full opportunity to introduce any evi- 
dence they desired concerning future expansions. Further, 
the Examiner and the Commission, at the request of Peti- 
tioners, in determining publie convenience and necessity 
fully considered the CP60-122 application and all allega- 
tions of Petitioners relating thereto (R. 5503, 5712). Indeed, 
the record in this case will reveal that Petitioners fully 
explored the issue of whether Texas Eastern’s storage 
facilities could be used to render firm service such as that 
proposed in CP60-122 and the Commission found that “the 
substantial and credible evidence herein which the Columbia 
Companies have failed to rebut is that new firm service 
such as that applied for CP60-122 cannot be supplied from 
storage.” (R. 5503). Typical of the many fallacious argu- 
ments advanced during the hearing by Petitioners in sup- 
port of their contentions in this regard is the assertion on 
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Page 43 of their brief that if Winter Service were not 
certificated the spare capacity of Oakford Storage could 
be used to make 14,150 MOF per day of CP60-122 sales. 
Petitioners arrived at this daily volume by dividing the 
5,042,100 MCF spare capacity of Oakford Storage by 365 
days. However, Petitioners neglect to inform the court that 
the ©P60-122 sales must be made available 365 days each 
year for a term of 20 years. Obviously the rendition of firm 
service for 365 days from storage would exhaust the storage 
gas in one year and leave Texas Hastern jn default for the 
remaining 19 years of the contract term for the CP60-122 
sales. Thus, the Commission was clearly correct. in finding 
that Winter Service which requires a limited delivery 
period in order that storage gas may be replenished each 
year is almost the converse of firm daily service which can 
only be supplied from pipeline capaeity. (R. 5503}. 

Petitioners also cite Ashbacker Radio Corporation v. 
Federal Communications Commission, (1945) 326 U.S. 327; 
and Midwestern Gas Transmission Company v. Federal 
Power Commission (1958) 103 App. D.€. ........ , 258 F. 2a 
660, (Brief, pp. 44-45), in support of the proposition that the 
Commission erred in denying their motion. Clearly, those 
cases are not in point as the Court in Ashbacker stated it 
was not concerned there with the merits, but only with 
procedure, holding, as follows: 


“We only hold that where two bona fide applications 
are mutually exclusive the grant of one without a hear- 
ing to both (of the Applicants) deprives the loser of 
the opportunity which Congress chose to give him.” 
(326 U.S. at p. 333). 


The Ashbacker case and subsequent decisions make clear 
that before the Ashbacker doctrine can be invoked there 
must be competing applicants and the applications must 
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actually be mutually exclusive. Failure to make a satis- 
factory showing of either prerequisite is fatal to Ashbacker 
contentions. United Air Lines v. Civil Aeronautics Board 
(1955) App. D.C. wun) 228 F. 2d 13; Federal Home 
Loan Bank v. Rowe (1960) App. D.C. ........ , 284 F. 2d 
274; Eastern Air Lines, Inc. v. Civil Aeronautics Board, 
(C.A. 2, 1959) 271 F. 2d 752; Algonquin Gas Transmission 
Co. v. Federal Power Commission, (C.A. 1, 1953) 201 F. 2d 
334, 342. 

This Court recognized in Midwestern, supra, that the 
speedy provision of natural gas to communities which need 
it is a proper administrative objective. However, if Peti- 
tioners’ views were adopted, administrative proceedings, 
such as this, could be delayed indefinitely. Under Petition- 
ers’ views, the same motion could be made with respect to 
the subsequent application of Texas Hastern to further 
expand its system filed with the Commission on January 
27, 1961, in Docket No. CP61-203. By the time that case will 
be ripe for determination, Texas Eastern will probably 
have prepared and filed still a further application, which 
would afford Petitioners an opportunity to further delay 
these proceedings, and, so on, ad infinitum.® 

The Winter Service customers of Texas Hastern have a 
real need for Winter Service gas even though Petitioners 
do not need such storage service. As shown hereinbefore, 
Petitioners have had a full and fair opportunity to present 
any and all evidence and contentions they desired and the 
Commission has fully considered the entire record. Clearly, 


* For example, during the past five years Texas Eastern filed 6 
applications to expand its system facilities. These consist of its 
applications in Docket Nos. G-9784 filed December 16, 1955 
(19 FPC 137) ; G-12,226 and G-12,227 filed March 15, 1957 (18 
FPC 582) ; G-12,446 and G-12,447 filed April 22, 1957; G-18,969 
filed July 14, 1959; CP 60-122 filed June 13, 1960; and 
CP 61-203 filed January 27, 1961. 
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the Commission’s action was in the public interest, which 
this Court has recognized is its primary role in admin- 
istrative proceedings. Clarksburg Pub. Co. v. Federal 
Communications Commission, 

2d 511, 515. 


CONCLUSION 


For the reasons set out heretofore it is submitted that the 
Commission’s Order should in all respects be affirmed 
and the Petition for Review should be denied. 
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APPENDIX 


1.29 Briefs and oral arguments before presiding officers 
and proposed findings and orders 
(c) Contents and scope. In oral arguments there may be 
presented proposed findings and conclusions and, if de- 
sired, the reasons therefor, and such proposed forms of 
order or rule as may be deemed requisite in view of the 
facts, the law, and the public interest. Briefs should con- 
tain: (1) A concise statement of the case, (2) an abstract 
of the evidence relied upon by the party filing, preferably 
assembled by subjects, with references to the pages of the 
record or exhibits where the evidence appears, and (3) 
proposed findings and conclusions and, if desired, a pro- 
posed form of order or rule, together with the reasons and 
authorities therefor, separately stated. 


1.31 Exceptions to intermediate decisions and briefs and 
oral arguments before Commission 

(b) Ezceptions, nature of. Exceptions to findings and 
conclusions of fact shall specify the particular statements 
or parts to which exception is taken; shall designate, by 
special references, the portions of the record relied upon 
in support of such exceptions; shall set out specific findings 
and conclusions proposed in lieu thereof; and shall include 
any proposed additional findings and conclusions of fact. 
Exceptions to conclusions of law shall be specific; shall 
briefly cite the statutory provisions or the principal au- 
thorities relied upon; shall set forth conclusions suggested 
in lieu thereof; and shall include any proposed additional 
conclusions. Exceptions to the form of order or rule shall 
specify the portions thereof excepted to, and shall set forth 
a form of order or rule suggested in lieu of that served. 
Supporting reasons for the exceptions, may, if desired, 
be submitted in a separate document. 
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Statement of Questions Presented 


In proceedings before the Federal Power Commission, 
Texas Eastern Transmission Corporation (Texas East- 
ern) filed an application under Sections 7(c) and (e) of 
the Natural Gas Act (Act) for a certificate of public con- 
venience and necessity authorizing it, among other things, 
to construct and operate certain natural gas facilities and 
to render a new Winter Service to 23 of its mainline cus- 
tomers. Texas Eastern proposed to render this service 
by utilizing its storage facilities. Both the Presiding 
Examiner and the Commission found such service was 
required by the public convenience and necessity and 
granted said application. The Presiding Examiner and 
the Commission also found that the evidence supported 
a Staff-sponsored rate of 74.6¢ per Mef which they found 
to be just and reasonable. This rate was higher than 
that proposed by the applicant, Texas Eastern. The main 
thrust of Petitioners’ appeal is that the rate of 74.6¢ is 
too low. 

In the opinion of Intervenors the questions presented 
are: in a pipeline certificate proceeding under Section 7 of 
the Act where the Commission’s findings are supported by 
substantial evidence, is it error for the Commission: 


(1) To authorize a special type of storage service 
at a rate based upon segregation of the costs 
attributable to such service, and 


(2) Find that a proposed rate is just and reason- 
able and not unduly discriminatory where all of the 
evidence customarily presented in a rate proceeding 
to support such finding is a matter of record? 
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Petitioners, 
v. 


Feperat Power ComMIssion, 
Respondent, 


Texas Eastern TRANSMISSION Corporation, et al., 
Intervenors. 


ON PETITION TO REVIEW AN ORDER OF THE 
FEDERAL POWER COMMISSION 


ee ee 


BRIEF FOR INTERVENORS 


This brief is filed on behalf of twenty-two gas distribu- 
tion companies and one pipeline company* who are recipi- 
ents of Texas Eastern’s Winter Service, a special type of 
natural gas storage service. These customer companies 
serve natural gas to more than 5% million consumers in 
the eastern portion of the United States. These Inter- 


* Six of the Intervenors are distribution companies purchasing 
Winter Service directly from Texas Eastern. Sixteen of the dis- 
tribution company Intervenors purchase gas from Algonquin Gas 
Transmission Company (Algonquin), which is an Intervenor herein 
and which, in turn, purchases its entire Winter Service gas supply 
from Texas Eastern. 
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venors support the Federal Power Commission order 
authorizing the rendition of Winter Service here under 
appeal. They oppose Petitioners herein, The Ohio Fuel 
Gas Company and The Manufacturers Light and Heat 
Company (the Columbia Companies). 

The Intervenors were also intervenors before the 
Commission and actively participated in the hearings. 
All Intervenors were granted intervention by this Court 
on January 19, 1961, except Intervenor The United Gas 
Improvement Company whose intervention was granted 
January 30, 1961. On March 21, 1961, Intervenor Texas 
Eastern was given permission by this Court to file a 
separate brief. 


Counter-Statement of the Case 


On September 1, 1960, the Federal Power Commission 
issued its order authorizing Texas Eastern to construct 
and operate facilities necessary to render to some 23 of 
its customers a special type of storage service designated 
as “Winter Service” or “WS” (R. 5502-5504).* In such 
order, the Commission found that the proposed Winter 
Service was required by the public convenience and neces- 
sity (R. 5146, 5504). It also found that the rate to be 
charged for the proposed Winter Service was just and 
reasonable and not unduly discriminatory, preferential or 
otherwise unlawful (R. 5146, 5504). With minor changes, 
the Commission adopted the decision of the Presiding 


* In its order of September 1, 1960, the Commission also granted 
the companion application of Algonquin to sell Winter Service gas 
to 18 customers, and to construct and operate the facilities neces- 
sary to render such service. The cost of constructing Algonquin’s 
facilities, the majority of which have been installed, aggregated 
$4,303,000. Although the Petition for Review herein asks that the 
Commission’s order be vacated in its entirety, no objection was raised 
in Petitioners’ Petition for Rehearing to the grant of Algonquin’s 
application, and it is therefore not the subject of review herein. 
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Examiner—a decision reached after 14 days of hearing 
and on the basis of 157 exhibits and 1,586 pages of 
testimony. 

The Winter Service proposal was supported by the 
Staff of the Commission and by all of Texas Eastern’s 
proposed WS customers, 23 in number, including Algon- 
quin Gas Transmission Company, which, in turn, serves 
some 18 gas distributing companies in the metropolitan 
New York and New England areas (R. 2296-2436, 2518- 
2555, 2723-2967, 825-1063). These distribution com- 
panics presently receiving Winter Service from Texas 
Eastern and Algonquin serve a market of more than 
eight million customers. 

The only opposition to the proposed service was voiced 
by the Petitioners.* These companies, possessors of ex- 
tensive storage facilities,** stated that they did not take 
advantage of the offer of Winter Service, which was made 
to all Texas Eastern customers at the same rate, because 
they could obtain storage service from their own numer- 
ous storage fields more cheaply (R. 1894). Although 
they do not need and do not want the Winter Service for 
themselves, they are opposed to the service being made 
available for others who do need the service and do want 
it. 


* Petitioners contended at the hearing that they were not opposed 
to the service, but only to the rate proposed to be charged there- 
for. Since they also contended that there would be no market 
for the Winter Service if a proper rate, by their standards, should 
be charged, this nice distinction is meaningless and it may be safely 
assumed that the Petitioners have in the past and upon this review 
continued to advocate elimination of the proposed Winter Service. 


** The record shows that during 1959 Petitioners withdrew from 
their storage 144,802,981 Mcf out of 204,582,694 Mcf of storage 
available for withdrawal (R. 1534). It is thus clear that the Peti- 
tioners had available to them about 60 million Mcf of storage gas 
which they did not use. This is in excess of the total storage gas 
of 48 million Mcf available to Texas Eastern from the Leidy and 
Oakford Storage Fields. 
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Pursuant to the Commission’s authorization, Texas 
Eastern has installed the necessary facilities and supplied 
Winter Service to its customers during the past winter 
heating season (1960-1961). 

In presenting this brief Intervenors speak as representa- 
tives of a large segment of the general public who want 
and need the Winter Service, and thus present for the 
consideration of the Court the important “public interest” 
aspect of the matters on review. 


Winter Service 


Texas Eastern’s Winter Service is designed to make 
additional quantities of gas available to its customers 
during the winter months when they need it most. Texas 
Eastern accomplishes this result by moving gas from the 
producing fields in Texas and Louisiana to the Leidy and 
Oakford Storage Fields in Pennsylvania during the sum- 
mer months and then supplying customers from these 
storage fields during the cold weather. 

Winter Service has been designed by Texas Hastern to 
permit more efficient use of its facilities for the benefit of 
all its customers. There were a number of reasons under- 
lying institution of the Winter Service. First, Texas 
Eastern’s gas purchase contracts with its suppliers re- 
quire it to pay for specified volumes of gas on a periodic 
basis, whether or not such volumes are taken. Texas 
Eastern historically has found itself with excess gas on its 
hands during the summer months, when the demands of 
its customers are low. Frequently it has been in a posi- 
tion of having to pay producers for gas that could not be 
taken into the Texas Eastern system and disposed of. 
Second, much of Texas Eastern’s pipeline capacity from 
the producing fields to storage has not been used in warm 
weather. Third, Texas Eastern has had unused capacity 
in its storage fields not required to serve existing cus- 
tomers. In addition, there has been a steadily growing 
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demand from Texas Eastern’s customers for some sort of 
winter storage service to meet the rapidly increasing 
winter house heating load (R. 787-788, 5123). 

By utilizing gas available during off-peak periods, its 
off-peak pipeline capacity between the producing fields 
and the storage areas, and unused storage capacity, 
Texas Eastern has not only been able to make more effi- 
cient use of its pipeline and facilities to the benefit of all 
of its customers, but has also been able to provide a type 
of winter service that will help many of its customers to 
meet the wintertime heating demands of their customers 
(R. 787). 

The Winter Service is a firm service supplied from 
storage during the 151-day winter period from November 
16th to April 15th. Each customer contracts fot a speci- 
fied annual quantity of gas known as the Winter Contract 
Quantity. Except to the extent that a Winter Service 
customer has its own gas injected into storage under the 
30% option referred to below, such customer must pay 
for the entire Winter Contract Quantity, whether or not 
taken. Subject to the 30% option, the pipeline is thereby 
guaranteed payment for 100% of the total Winter Con- 
tract Quantity of all customers. The WS customer may 
take up to 1/60th of the Winter Contract Quantity on any 
given day. 

An additional feature of the proposed Winter Service 
is the storage option provision permitting a customer 
taking gas under Texas Eastern’s DCQ or GS rate sched- 
ules* to have up to 30% of its Winter Contract Quantity 


* Texas Eastern’s DCQ (Daily Contract Quantity) and GS (Gen- 
eral Service) Rate Schedules provide for firm year-round natural gas 
supply. The DCQ schedule is used by high load factor customers 
since it permits the entire maximum daily quantity to be taken each 
day in the year. It requires payment of a minimum bill. The GS 
Service, on the other hand, may not be taken at an annual load factor 
in excess of 74% although on any given day the customer is entitled 
to receive the entire maximum daily quantity, so long as the maxi- 
mum annual quantity is not exceeded. The GS Service does not 
have a minimum bill provision applicable to the commodity portion 
of the rate. 
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put into storage by backing off on its takes of firm gas 
during the summer months. By exercising this option 
such a customer would be able to improve its firm service 
load factor by having gas go into storage for use during 
peak load periods (R. 2225-2229). 


The Winter Service Customers 


The Winter Service customers have long been plagued 
by the twin problems of sharp winter peaks and great 
distance from the natural gas producing fields. In order 
to meet their peak loads such customers have been faced 
with the alternatives of producing high-cost manufactured 
gas, which operationally is not entirely compatible with 
the use of natural gas, of contracting for a firm natural 
gas supply requiring the construction of additional capacity 
from the Gulf Coast to the market outlets, or a combina- 
tion thereof. To the extent that capacity has been con- 
structed to meet the winter heating load, it has been 
incumbent upon the customer companies to find uses for 
the natural gas made available to them under their firm 
contracts during off-peak periods in order to keep the 
average rate per Mef for gas sold to the consumer at a 
reasonable level. Some companies have developed off-peak 
industrial markets for their gas; others have used such 
off-peak gas under their electric station boilers (R. 5154). 

Tn recent years, however, a compensating factor in the 
form of storage fields has been developed to offset in part 
the disadvantages of climate and distance from producing 
fields: and the Commission has in this case, by authoriz- 
ing Winter Service, acted in the public interest to relieve 
in part these problems (R. 5154). 


The Hearings and Decision 


The Commission and the Presiding Examiner had before 
them an unusually full and complete record upon which 
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to decide this case. Four separate evidentiary presenta- 
tions were made—three in support and one in opposition 
to issuance of a certificate—and in each instance the wit- 
nesses were subjected to extensive and searching cross 
examination. Only one phase of the application under §7 
for a certificate of public convenience and necessity was 
seriously challenged—the rate to be charged for the Winter 
Service. All of the other conventional requirements for 
certification of a pipeline service were virtually uncon- 
tested. The Presiding Examiner summarized this aspect 
of the hearings as follows: 


“The evidence customarily required in a pipeline 
certificate proceeding relating to the adequacy of 
the proposed facilities, their ‘capital cost, the mar- 
kets for the service, the gas supply, and financing 
was presented by Texas Eastern and Algonquin. 
No party to the ‘proceeding introduced contra evi- 


dence on these matters and no party has indicated 
that it will seriously contest certification of the pro- 
posed service on any of these grounds. Hence, the 
one issue in controversy is the lawfulness of the 
level of Texas Eastern’s proposed Winter Service 
Rates (Tr. 1429) involving the manner in which the 
storage facilities are treated in costing Winter 
Service. (Tr. 1378)” (R. 5135). 


The trial of the rate issue, at the urging of the Peti- 
tioners, went far beyond the normal testing of an initial 
rate in a pipeline certificate case. As a result, the record 
not only demonstrated that the service was required by 
the public convenience and necessity, but also established, 
as the Examiner and the Commission found, that the rate 
for the Wintes Service was just and reasonable and not 
unduly discriminatory. 

In this connection, the Examiner in his decision noted 
that the objections of Petitioners to the certificate appli- 
cation 
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“induced Texas Eastern in the spirit of compromise 
to stipulate that the rate question would be fully 
tried in this certificate case, and these companies 
[Petitioners] were furnished much additional data 
which they requested.” (R. 5135) 


The Examiner and the Commission determined from the 
facts of record that the winter storage service was made 
possible by storing gas not taken by Texas Hastern’s cus- 
tomers during off-peak periods and by later withdrawing 
these volumes from storage to provide the Winter Service 
deliveries during the winter period. Since Winter Service 
is directly dependent on, and limited by the service char- 
acteristics of, the storage facilities and Texas Eastern’s 
off-peak capacity to deliver gas to storage during the 
summer months, the Commission concluded that the Win- 
ter Service was distinct from the other firm services ren- 
dered by Texas Eastern and that the rate for such service 
should be based on a separate allocation to the Winter 
Service of all the storage and other costs related to it 
(R. 5502-5503). 

The rate issue presented to the Examiner and the Com- 
mission was essentially the question of what rate making 
philosophy to apply to a service having the special charac- 
teristics of Winter Service. On the one hand, Mr. Joseph 
J. Curry, Supervising General Engineer in the Commis- 
sion’s Bureau of Rates and Gas Certificates (R. 2992-3008, 
1104-1292), Mr. I. D. Bufkin, Texas Eastern’s Manager of 
Rates (R. 2695-2714, 584-784), and Mr. Robert S. Quig, 
Coordinator of the Management Consulting Division of 
Ebasco Services, Inc., who was presented by the New York 
Companies (R. 3009-3029, 1300-1355), all recognized that 
the Winter Service is a special service and should bear all 
of the costs of the specific facilities used to render the ser- 
vice, and in addition, pay substantially more than the out- 
of-pocket cost of moving the gas from the producing fields 
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to storage (R. 3007, 2703, 2710-2711, 3121, 3124). The rates 
recommended by these three experts ranged from 68.3¢ to 
74.6¢ per Mcf. Both the Examiner and the Commission 
chose the upper limit of this range and the Winter Service 
was rendered during the past heating season at the 74.6¢ 
per Mcf level. 

On the other hand, the Petitioners presented Mr. Hans 
Nissel, a consulting engineer, and Mr. Jerome L. Stock- 
hausen, a rate engineer employed by the Columbia Gas 
System Service Corporation. These witnesses asserted 
that the Winter Service is essentially the same as year- 
round firm service rendered from pipeline capacity and 
should be paid for at firm service rates—i.e., that Winter 
Service customers should pay annual demand costs for 
the service as though such service were, or could be, ren- 
dered on every day of the year, although by its terms 
Winter Service is available for less than half of each year 
and the average daily quantity is available for only 90 
days during the winter heating season. Petitioners’ wit- 
nesses were unwilling or unable to recommend specific 
rates for Winter Service, but instead limited their testi- 
mony to attacks both upon the basic philosophy and the 
details of the rate presentations made by the proponents 
of the Winter Service. Their testimony failed to impress 
the Examiner who stated that the evidence supplied by 
Petitioners’ witnesses, neither of whom was qualified as a 
pipeline engineer, was discredited by the “complete igno- 
rance displayed in their cost allocation evidence of the 
physical operations of Texas Eastern’s pipeline and stor- 
age fields” (R. 5187). 

In reaching this conclusion, the Examiner had before 
him facts of record which demonstrated that Petitioners’ 
evidence was wholly unreliable for purposes of determin- 
ing a rate for Winter Service. Not only did Petitioners’ 
witnesses ignore the fact that Winter Service is made 
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possible only by the existence of Texas Eastern’s Oakford 
and Leidy storage fields, but they proposed the use of 
cost allocation procedures which assume performance 
characteristics for Texas Eastern’s system which it does 
not possess (R. 1471). In this connection, the Examiner 
observed that it was impossible to determine from the 
Petitioners’ evidence what rate their asserted correct 
procedure of allocation would produce; and he noted that 
“Columbia counsel refused to state whether it was the 
position of the Columbia Companies that either Stock- 
hausen’s or Nissel’s methods should be adopted in fixing 
a rate for the WS service (Tr. 1522-23)” (R. 5136). In 
the view of the Examiner, Petitioners’ entire study was 
destroyed by the absurd results obtained. The Examiner 
said in this respect: 
“For example, Stockhausen reaches the absurd re- 
sult in his costing methods of showing a volume of 
gas transported on a peak day (1,877,705 Mefd of 
gas flowing from Zone B to Zone C) in excess of the 
system capacity (the actual flow being 1,389,844 
Mefd or 487,861 Mcf less than the witness used). 
In effect, Stockhausen treated storage as though it 
were physically located at the beginning of the 
pipeline system at the southern end of Texas (Tr. 
1466; 1470; 1475, 1497, 1521). ** * The WS service 
out of storage is unreasonably being treated as 
though it were being supplied by a Pipeline extend- 
ing from south Texas to New York and Boston at 
a load factor which would be kept low by the very 
terms of the Winter Service rate schedule itself. 
This violates both factual reality and equitable 
principles of rate making” (R. 5136). 


The decision of the Presiding Examiner was issued 
July 22, 1960. He found that Winter Service could be 
rendered by means of existing off-peak capacity in Texas 
Eastern’s system from the producing fields to storage, by 
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means of uncommitted storage capacity in the Leidy and 
Oakford storage fields and by installation of the proposed 
facilities between the storage fields and the market areas 
(R. 5122). 

Turning to the specific requirements for certification 
met by Texas Eastern’s proof, the Examiner noted that 
there was uncontroverted evidence that a market existed 
for the volumes of Winter Service gas proposed to be sold 
(R. 5132), that the record established beyond question that 
Texas Eastern had an adequate gas supply to meet its 
existing and proposed obligations (R. 5132-5133), and that 
the evidence conclusively demonstrated that the project 
was economically feasible and financeable (R. 5183-5134). 

The Examiner concluded that it was proper to segregate 
the costs relating to Winter Service as the basis for deter- 
mining the just and reasonable rate for such service, that 
the record contained full and adequate data for the fixing 
of such rate, and that the rate proposed by the Staff was 
“the just and reasonable rate” since it “recovers all proper 
costs incident to the rendition of the service” and “does 
not allow any preferential or discriminatory treatment to 
any customer of Texas Eastern nor impose undue eco- 
nomic burden on any customer of Texas Eastern” (R. 
5145). Based upon the foregoing findings the Examiner 
recommended the issuance of a certificate to Texas Hast- 
ern to render the proposed Winter Service. 

By order issued September 1, 1960, the Commission 
adopted the Examiner’s decision in all material respects, 
stating “[hJis findings and conclusions are fully supported 
by the record, and his decision, with certain minor modifi- 
cations indicated below, is adopted by the Commission” 
(R. 5502). In adopting the Examiner’s decision the Com- 
mission concluded that “[u]nder the rates proposed by 
Staff, the Winter Service will bear its fair share of sys- 
tem costs, and will make effective and economical use of 
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the storage facilities and off-peak capacity” (R. 5503). It 
also made additional statements with respect to three 
issues raised by Petitioners: 


(1) The segregation-of-costs method employed; 


(2) The adequacy of the record to support a rate find- 
ing of justness and reasonableness; and 


(3) The relationship to the issues herein of a certificate 
application (Docket No. CP60-122) filed by Texas Eastern 
subsequent to the closing of the hearing in the instant case. 


On the question of segregation of costs the Commission 
stated: 


“Since this Winter Service is directly dependent on, 
and limited by the service characteristics of, the 
storage facilities and off-peak capacity necessary 
for it and is thus distinct from the other firm serv- 
ices rendered by Texas Eastern, it is appropriate 
that the rate recommended by Staff and adopted by 
the examiner should be based on a separate alloca- 
tion to Winter Service of all the storage and other 
costs directly related to it” (R. 5502-5503). 


With respect to the Examiner’s finding that the pro- 
posed rate was just and reasonable the Commission said: 


“At the instance of the parties, particularly the 
Columbia Companies (Ohio Fuel Gas Company and 
The Manufacturers Light and Heat Company), the 
initial rate question was presented in terms of the 
detailed requirements of Section 4 of the Natural 
Gas Act. Although this would serve no purpose in 
an ordinary certificate case, the applicants herein 
already have actual experience with the require- 
ments of this service and have already constructed 
a portion of the facilities. In this instance the rec- 
ord made is sufficiently precise and complete to 
support the examiner’s finding that the rates pro- 
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posed by Staff, and the principles on which they 
are based, are just and reasonable” (R. 5503). 


With respect to the contention of Petitioners that the 
instant proceedings should be reopened and consolidated 
for hearing with Docket No. CP60-122, the Commission 
said: 


“Similarly, the premise of the Columbia Companies’ 
motion to reopen and consolidate this proceeding 
with Docket No. CP60-122 is that the expansion of 
pipeline capacity applied for therein by Texas East- 
ern could be provided from storage without con- 
structing new facilities, if the application for Win- 
ter Service herein were denied. However, the 
operating characteristics of this storage service, its 
limited deliverability period and its firm annual 
supply requirements from off-peak pipeline capac- 
ity, make it almost the converse of firm daily serv- 
ice under Texas Eastern’s DCQ, GS, and SGS rate 
schedules. The substantial and credible evidence 
herein, which the Columbia Companies have failed 
to rebut, is that new firm service such as that 
applied for in Docket No. CP60-122 cannot be sup- 
plied from storage” (R. 5503). 


The Commission’s conclusion that consolidation and re- 
opening should be denied is fully supported by the record 
which shows that the firm sales proposed in Docket No. 
CP60-122 could not be rendered out of storage even if 
the Winter Service were not certificated (R. 559-562). 
The evidence relied upon by the Commission was not con- 
troverted by any substantial evidence of Petitioners. Peti- 
tioners’ witnesses, neither of whom was a qualified pipeline 
engineer, were completely ignorant of the operations of 
the Texas Eastern system, as the Examiner stated (R. 
5137). 
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Summary of Argument 


Petitioners seek to have this Court substitute its judg- 
ment for that of the Commission. The Commission’s order 
authorizing Texas Eastern to render a special type of 
storage service, designated Winter Service, is based in 
every material respect on substantial evidence of record, 
developed in the course of a full hearing in which volu- 
minous evidence was offered with respect to the rate to 
be charged. The Commission, an expert body, carefully 
evaluated all of the evidence presented by all of the 
parties on the rate issue and properly determined that 
the rate proposed by its Staff—which was higher than 
that proposed by Texas Eastern but substantially below 
that desired by Petitioners—not only met the requirements 
of public convenience and necessity under Section 7 of 
the Act but also was just and reasonable and not unduly 
discriminatory or preferential under Section 4 of the Act. 


(1) The rate-making methods used by the Commission 
are properly for the Commission to determine, and its 
determinations are to be disturbed by the Courts for only 
the most basie forms of abuse: Battle Creek Gas Co. v. 
Federal Power Commission, 108 App. D. C. 209, 213, 281 
F. 2d 42, 46 (D. C. Cir. 1960); Michigan Gas and Electric 
Company v. Federal Power Commission, —— App. D. C. 
—, — F. 2d —, D. C. Cir. No. 15,592, decided on April 20, 
1961. In this case the Commissions’ findings and con- 
clusions were not only adequately supported by the record, 
but Petitioners’ evidence on the rate issue was shown to be 
in conflict with the physical and operating characteristics 
of Texas Eastern’s system. In such circumstances accept- 
ance by the Commission of Petitioners’ contentions would 
have resulted in the imposition on Winter Service custom- 


ers of an improper and excessive rate not justified by the 
evidence and designed to destroy the service. 


(2) There was substantial evidence to support the 
Commission’s conclusion that the proposed service was 
required by the public convenience and necessity at the 
rate recommended by its Staff. .All of the explicit criteria 
for determining that the proposed service was required by 
the public convenience and necessity were met. Further- 
more, there was substantial evidence demonstrating that 
Winter Service would directly benefit consumers, distrib- 
ution companies making use of the Winter Service, other 
Texas Eastern customers, and Texas Eastern itself. 


(3) The rate issue was fully tried in this proceeding 
at the request of Petitioners. The Commission was fully 
justified in concluding that the rate developed by its 
Staff was just and reasonable and not unduly discrimina- 
tory or preferential. Furthermore, the propriety of seg- 
regating the costs applicable to the rendition of Winter 
Service is supported by Commission and judicial prece- 
dent and by the evidence of record, which demonstrates 
that Winter Service is directly dependent on, and limited 
by, the physical characteristics of the storage facilities and 
the off-peak capacity necessary to its rendition. It made 
no difference that the proceedings below did not involve 
all of Texas Eastern’s rates, since even in a complete 
rate case under Section 4 or Section 5 the same evidence 
with respect to the Winter Service rate would have been 
adduced and the same conclusions would have been 
reached. The Petitioners’ contentions with respect to the 
propriety of the Commission’s development of the Winter 
Service rate in the light of the provisions of Section 4 of 
the Act constitute an effort to persuade this Court to set 
aside a Commission determination based on substantial 
evidence of record and decided within the Commission’s 
authority under the rate provisions of the Natural Gas Act. 
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ARGUMENT 


The Commission’s findings that the Winter Service 
is required by the public convenience and necessity 
and that the Winter Service rate is just and reason- 
able and not unduly discriminatory or preferential 
are fully supported by the substantial evidence of 
record and in accord with judicial and Commission 
precedent. 


Petitioners’ argument is grounded on their unwilling- 
ness to accept a Commission decision based in every 
material respect upon substantial evidence of record and 
upon judicial and Commission precedent. Consequently, 
much of their brief is devoted to a rehash of arguments 
as to the conclusions which the Commission ought to have 
drawn from facts of record. But the issue in this, as in 
many cases seeking Court review of Commission orders, 
is the familiar one of whether the Commission’s findings 
as to the facts were supported by substantial evidence 
and whether there was a rational basis for the conclusions 
reached by the Commission, not whether Petitioners, or 
this Court on review, agree with the conclusions reached. 
Each and every finding of the Commission was supported 
by substantial evidence from which the Commission 
could and did reach rational conclusions; and there is 
therefore, as concerns this issue, nothing for this Court 
to consider. 

Time and time again in their brief to this Court and 
in their brief to the Examiner Petitioners have contended 
that the Winter Service rate as fixed by the Commission 
was non-compensatory and hence would require them to 
subsidize part of the cost of the Winter Service if Texas 
Eastern were to be kept whole. At bottom, this is an 
argument that the proposed Winter Service discriminates 
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unduly against customers who do not make use of the 
service. But the fact is that this very contention was fully 
considered and rejected by the Presiding Examiner and 
by the Commission. Thus, the Examiner found and con- 
cluded for reasons discussed by him at length in his Deci- 
sion that it is proper to segregate the costs relating to 
Winter Service as the basis for determining the just and 
reasonable rate for such service. The Commission, after 
careful review, agreed with this conclusion. No more was 
required. 


The Scope of Court Review 


Section 19(b) of the Natural Gas Act provides that the 
“fnding of the Commission as to the facts, if supported 
by substantial evidence, shall be conclusive.” The Supreme 
Court has held that the question of the appropriateness 
of the formula for allocating costs adopted by the Com- 
mission, such as the one attacked herein by Petitioners, 
raises questions of fact and not of law. Colorado Inter- 
state Gas Co. v. Federal Power Commission, 324 U. S. 
581, 590 (1945). In the same case, the Court stated that 
review under Sec. 19(b) “is limited to keeping the Com- 
mission within the bounds which Congress has created 
e * * [CJourts are not warranted in rejecting the 
[formula] which the Commission employs unless it plainly 
contravenes the statutory scheme of regulation” (Id. at 
589). 

Tt cannot be seriously contended that the Commission’s 
action in certificating Winter Service and finding the rate 
therefor to be just and reasonable contravened the statu- 
tory scheme of regulation. The Commission, acting as 
an expert body, carefully scrutinized a complete record 
containing not only detailed evidence in support of all 
the well-established requisites for certification, but also all 
of the cost data required to find a rate just and reason- 
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able. The findings of the Commission, supported as they 
are by substantial evidence, should not be disturbed by 
this Court even if a contrary view could also be supported. 
Universal Camera Corp. v. National Labor Relations 
Board, 340 U. S. 474, 488 (1951); Interstate Power Com- 
pany v. Federal Power Commission, 236 F. 2d 372, 382 
(Sth Cir. 1956), cert. den., 352 U. S. 967 (1957). 

This Court has recently stated its views upon the scope 
of Court review of the rate determinations of an admin- 
istrative agency. In Battle Creek Gas Company v. Federal 
Power Commission, 108 U. S. App. D. C. 209, 213, 281 
F. 2d 42, 46 (D. C. Cir. 1960) this Court said: “The role of 
reviewing Courts in passing on the rate making methods 
used by administrative agencies is necessarily narrow. 
These matters are properly for the Commission, and its 
determination is to be disturbed for only the most basic 
forms of abuse.” Subsequently, this Court in Michigan 
Gas and Electric Co. v. Federal Power Commission, — 
App. D. C. . F. 2d No. 15592, decided 
April 20, 1961 (D. C. Cir. 1961), reaffirmed the above 
statement in the Battle Creek case. In its consideration 
of the appeal therein, involving a somewhat similar situa- 
tion, this Court found that the Commission was correct 
in rejecting as contrary to the public interest alternative 
proposals advanced by a petitioner in connection with a 
charge that a Federal Power Commission order unlaw- 
fully discriminated against consumers in violation of 
Section 4(b) of the Natural Gas Act. 

If Petitioners are to sustain the heavy burden placed on 
them, they must demonstrate that the Commission’s find- 
ings and conclusions were not supported by substantial 
evidence. But this they have wholly failed to do. Indeed, 
the record viewed as a whole supports the conclusion that 
the ultimate aim of the storage-rich Petitioners is to do 
away with all peak services supplied from storage and 
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require that pipeline suppliers reserve their storage capac- 
ity until the time, if ever, when storage capacity can be 
used for some purposes more consonant with Petitioners’ 
desires. 


The Winter Service is Clearly Required 
by the Public Convenience and Necessity 


Under the provisions of §7(e) of the Natural Gas Act it 
is mandatory that the Commission shall issue a certificate 
to any qualified applicant therefor “if it is found that the 
applicant is able and willing properly to do the acts and 
to perform the service proposed, and to conform to the 
provisions of the Act and the requirements, rules, and 
regulations of the Commission thereunder, and that the 
proposed service * * * is, or will be, required by the pres- 
ent or future public convenience and necessity * saad 

The Commission in one of its earliest cases, Kansas 
Pipe Line & Gas Co., 2 FPC 29 (1939), developed stand- 
ards for determining the public convenience and nec- 
essity under §7 of the Act: adequate gas supply, a 
market for the gas, adequate and economical facilities, ade- 
quate financial resources, and satisfactory rates. Subse- 
quently, in connection with the amendment of §7 of the 
Act in 1942, the House Committee indicated acceptance of 
these standards when it stated that the Section as amended 
would give the Commission an opportunity to “scrutinize 
the financial set-up, the adequacy of the gas reserves, the 
feasibility and adequacy of the proposed services, and the 
characteristics of the rate structure in connection with the 
proposed construction”. (H. Rep. No. 1290, 77th Cong., 
ist Sess., pages 2-3). 

Since that time the Commission has time and again 
applied these standards to determine whether a certificate 
should or should not be issued. They have been judicially 
described as the “explicit criteria” established by §7 of the 
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Act. National Coal Ass’n v. Federal Power Commission, 
89 App. D. C. 135, 191 F. 2d 462, 467 (D. C. Cir. 1951). 

In the instant case, the Examiner and the Commission 
found that all of the conventional requirements of gas 
supply, market, adequacy of facilities, financing and satis- 
factory rates had been met. All of these “explicit criteria” 
were uncontested except for the rate. Now, although the 
Natural Gas Act “does not require the determination of 
just and reasonable rates in a §7 proceeding”, Atlantic 
Refining Co. v. Public Service Commission, 360 U. 8. 378, 
390 (1959) it does not forbid it; and in this case, at the 
instance of Petitioners, a complete rate hearing was held 
on the Winter Service rate. On the basis of this com- 
plete presentation, the Examiner and the Commission 
concluded that the Winter Service rate proposed by its 
Staff not only met the broad test of public convenience 
and necessity, but also met the more precise test of just- 
ness and reasonableness. 

Since the rate question was the central issue in the pro- 
ceedings below and the subject of extensive testimony and 
exhibits, it is difficult to see how it can now be seriously 
contended that there was not adequate evidence to support 
the finding that the Winter Service rate as an initial rate 
was in accord with the public convenience and necessity, 
wholly apart from the question of whether the finding of 
justness and reasonableness was appropriate. 

Further, one who urges a specific issue for hearing and 
thereafter complains about the validity of the determin- 
ation thus made has the burden of showing that it has 
itself submitted clear and convincing evidence on such 
issue so compelling as to overturn the order complained of. 
Allen v. St. Louis, I. M. & S. Ry. Co., 230 U. S. 553, 560 
(1913) ; Atlantic Coast Line RR. Co. v. Florida, 295 U. S. 
301 (1935); and Norfolk & Western Ry. Co. v. North 
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Carolina ex rel Maxwell, 297 U. 8. 682 (1936). The Peti- 
tioners failed to present such evidence. 

The proposed service having met the conventional tests 
of the public convenience and necessity developed by the 
Commission, it was incumbent upon the Commission to 
certificate the Winter Service. Any doubt as to the need 
for certificating Winter Service was removed by the very 
substantial evidence of the benefits to be derived from 
Winter Service by the consumers, by the distribution 
company customers receiving the Winter Service, by Texas 
Eastern and by all of Texas Eastern’s customers, whether 
or not they elected to contract for Winter Service. Institu- 
tion of Winter Service means that Texas Hastern no longer 
will have substantial volumes of excess capacity in its 
pipelines during the summer months and no longer will 
be in a position of having to pay producers for gas that 
it is unable to take. In addition, idle storage capacity is 


being utilized. This more efficient use of Texas Eastern’s 
facilities means lower rates for all of Texas Eastern’s 
customers, whether or not they are taking Winter Service. 

This is easily demonstrated by reference to the costs to 
be borne by the Winter Service customers. These costs 
fall roughly into two categories: 


(1) The costs of the storage fields and the facili- 
ties required to transport the gas from the storage 
fields to market, and 


(2) The cost of the gas injected into storage. 


The Winter Service customers bear all of the costs of 
the storage fields and the pipeline facilities used to trans- 
port the gas from the storage fields to market. The cost 
of these facilities cannot, therefore, burden in any way 
Texas Bastern’s other customers. On the other hand, the 
Winter Service customers pay considerably more for the 
gas injected into storage during the summertime than the 
out-of-pocket cost to Texas Eastern of purchasing and 
transporting such gas. This gas moves during the summer 
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months through pipelines already constructed, upon which 
Texas Eastern’s firm customers have in the past paid all 
of the fixed charges. The out-of-pocket cost of such gas 
delivered to the storage fields is approximately 22.3 cents 
per Mef (R. 3025). The cost borne by the Winter Service 
customers under the WS rate is a constructed ACQ rate 
of Texas Eastern, amounting to 36.3 cents per Mcf* (R. 
3004). The Winter Service customers are therefore con- 
tributing approximately 14¢ per Mef toward the fixed 
charges of the pipeline which extends from the producing 
fields to the storage areas. In the absence of the Winter 
Service, these fixed charges would have to be borne entirely 
by Texas Eastern’s firm customers. Similarly, since the 
cost of the hitherto idle storage facilities will be borne by 
the Winter Service customers, this burden no longer will 
be imposed upon Texas Eastern’s firm customers. 

The Winter Service customers, themselves, will receive 
gas at a reasonable rate during the winter months when 
it is most needed, and will be able to avoid to that extent, 
the necessity of operating expensive peak shaving facilities. 
Furthermore, the Winter Service customers can “bank” up 
to 30% of their Winter Storage Quantity by cutting back 
during the summer months on their takes of firm gas which 
would otherwise in all probability be sold at low inter- 
ruptible rates for use as boiler fuel. 

Finally, and perhaps most important, this storage type 
operation is consonant with the frequently expressed aims 
of the Federal Power Commission to conserve a wasting 
asset by providing means whereby a relatively small 
quantity of gas can perform a most valuable function. See 
Trans-Continental Gas Pipe Line Co., Inc.,7 FPC 24, 40-42 


* Texas Eastern offers an Annual Contract Quantity rate schedule, 
under which an annual volume of gas is sold to the buyer with daily 
deliveries depending upon the availability of capacity and gas supply, 
to its customers in Zone C. There is no ACQ Rate Schedule appli- 
cable to Zone D. The Staff’s 36.3 cent rate is a weighted average 
of the actual ACQ-C rate and a constructed hypothetical ACQ-D 
rate. 
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(1948) ; Transcontinental Gas Pipe Line Corp., 9 FPC 32, 
4748 (1950). 


The Rate for Winter Service is Just and 
Reasonable and Not Unduly Discriminatory 


The Commission in its order of September 1, 1960 not 
only certificated the Winter Service, but found the rate 
therefor to be just and reasonable and not unduly dis- 
criminatory. This finding is a focal point of the attack 
mounted by Petitioners. They contend that there was 
insufficient evidence to support such finding, that the costs 
of Winter Service should not have been considered on a 
segregated basis, and that the costs have been understated. 

The central rate issue, measured in terms of impact 
upon the ultimate rate, is the question of the propriety of 
segregation of costs. Texas Eastern proposed and the 
Examiner and the Commission agreed that the cost of all 
of the facilities used to render the storage service should 
be borne by the Winter Service customers. Costs relating 
to jointly used facilities between storage and the markets 
would be allocated between Winter Service and Texas 
Eastern’s other services upon the basis of both peak day 
and annual use. The remaining cost—namely the con- 
structed ACQ rate of 36.3¢ per Mef for gas delivered to 
storage during the summertime—was charged to Winter 
Service by the Commission as a rate that would be paid 
by Texas Eastern’s customers purchasing gas for injection 
into their own storage facilities under Texas Eastern’s 
ACQ rate schedule. 

The net effect of this method of allocation is to charge 
the Winter Service customers approximately the same 
costs they would incur if they owned the storage fields 
and the transmission lines between the storage fields and 
market and purchased off-peak ACQ gas from Texas 
Eastern for injection into storage. This is the very prac- 
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tical limitation on costs allocated to this special service 
which Petitioners have completely overlooked in develop- 
ing their fanciful methods of allocating costs to the Winter 
Service sufficient to destroy it. Customer companies obvi- 
ously will not pay their pipeline suppliers higher rates 
for storage-type service than it would cost to provide the 
service for themselves. 

Since all of the costs relating to the rendering of Winter 
Service and the data required to permit allocation of 
joint costs are in the record, it is perfectly obvious that 
no further evidence was required to determine the WS 
rate on a segregated basis. It would have made ro 
difference if the proceedings below had involved a rate 
ease in which all of Texas Eastern’s rates were at issue. 
The same facts would have been adduced with respect to 
Winter Service rates and the same conclusion would have 
been reached. 

The propriety of segregation of costs as a basis for 
fixing the Winter Service rate was supported by witnesses 
presented by Texas Eastern, the Staff of the Commission 
and the New York Companies. Contrary to the position 
that Petitioners heretofore urged® they now contend that 
the Winter Service costs should not be segregated and 
that although only 90 days use of the average daily 
quantity of Winter Service gas would be available to the 


* Petitioners’ policy witness Batten admitted that Petitioners, at the 
time of the acquisition of Oakford Storage by Texas Eastern, objected 
to the “rolling in” of Oakford Storage which is diametrically opposed 
to Petitioners’ position in this proceeding (R. 1370). Moreover 
Petitioners heretofore intervened to support an application of Texas 
Eastern relating to storage service to Transcontinental Gas Pipe 
Line Corporation, the rate for which was based upon a segregation 
of storage and additional facilities as in this proceeding, because 
Petitioners derived benefits therefrom (R. 1371). Texas Eastern 
Transmission Corporation, 13 FPC 992 (1954). 
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Winter Service customers the rate for Winter Service 
should nevertheless be fixed as though the service were 
available on a year-round basis. The Commission rejected 
Petitioners’ arguments and adopted the segregation 
method of costing, stating: 


“This is a special service made possible by storing 
volumes of gas not taken by Texas Eastern’s cus- 
tomers during off-peak periods and later withdraw- 
ing these volumes to provide limited firm deliveries 
within a winter period of 151 davs. Since this 
Winter Service is directly dependent on, and limited 
by the service characteristics of, the storage facili- 
ties and off-peak capacity necessary for it and is 
thus distinct from the other firm services rendered 
by Texas Eastern, it is appropriate that the rate 
recommended by Staff and adopted by the Examiner 
should be based on a separate allocation to Winter 
Service of all the storage and other costs directly 
related to it” (R. 5502-5503). 


We respectfully submit that the Commission was emi- 
nently correct in recognizing that storage service is by its 
very nature different from other services rendered directly 
from the producing fields through pipelines to the cus- 
tomers. The purpose of storage is to avoid the necessity 
of constructing an expensive pipeline from the producing 
fields to market. Whereas the pipeline can be used to 
supply natural gas every day in the year, the natural 
gas supply in the storage ficld must be replenished and 
it is not possible to both replenish and supply natural 
gas from storage year round. 

The Commission’s recognition of the different nature 
of the storage service and its choice of method of allocat- 
ing costs were determinations of fact which were sup- 
ported by substantial evidence and should be left undis- 
turbed upon review. The Courts have recognized that 
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the process of cost allocation and rate making is not an 
exact science, that the Commission has wide discretion in 
its choice of rate making methods and that there is no 
warrant for interference unless the method plainly con- 
travenes the statutory scheme of regulation. Colorado 
Interstate Gas Co. v. Federal Power Commission, 324 U.S. 
581, 589 (1945). See also Cities Service Gas Co. v. Fed- 
eral Power Commission, 155 F. 2d 694 (10th Cir. 1946) 
cert. den. 321 U. S. 773 (1946); cited by this Court with 
approval in City of Hastings v. Federal Power Commis- 
sion, 95 App. D. C. 160, 221 F. 2d 31 (D. C. Cir. 1954), 
cert. den. 349 U. S. 920 (1955). As this Court has recently 
observed, the Commission must decide each case upon the 
particular circumstances. This Court stated: 


“Whether the cost of a particular facility is more 
properly treated as a systemic cost and rolled-in 
to the rate base of all of the customers, or as a 
segregated cost to a particular customer, which 
should be treated on an incremental basis, is fre- 
quently a difficult question of fact presented to the 
Commission.” Battle Creek Gas Company v. Fed- 
eral Power Commission, 108 App. D. C. 209, 281 F. 
2d 42, 47 (D. C. Cir., 1960). 


In the Winter Service proceedings below, the Examiner 
and the Commission decided this difficult question of fact 
by segregating the costs of the proposed service. This 
decision was consistent with and required by the facts of 
record and the earlier decisions of the Commission with 
respect to similar services in which the same issue had been 
presented. 

The Commission has urged for many years that long- 
distance pipeline companies develop storage facilities near 
the market areas. The first orders granting certificates 
to Transcontinental in the late 1940’s and carly 1950’s 
urged that pipeline to develop storage facilities. Trans- 
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Continental Gas Pipe Line Co., Inc., 7 FPC 24, 40-42 
(1948) ; Transcontinental Gas Pipe Line Corp., 9 FPC 32, 
4748 (1950). 

In 1954, Transcontinental moved to satisfy the Com- 
mission’s admonition by making arrangements with Texas 
Eastern for the use of a portion of the Oakford Storage 
Field to provide a winter storage service for customers 
of Transcontinental. The costs relating to the pipeline 
and to the facilities used to render this storage service 
to Transcontinental by Texas Eastern were clearly segre- 
gated from the rest of the Texas Eastern system. The 
presently existing and approved X-28 rate of Texas East- 
ern was based on such segregation of costs and the rate 
that Transcontinental was authorized by the Commission 
to charge its customers reflected the fact that the service 
was a segregated service. Subsequently, in 1958, the Com- 
mission approved Transcontinental’s proposal to render 
storage service from a Pennsylvania storage field. Trans- 
continental Gas Pipe Line Corporation, 20 FPC 264 (1958). 

The Commission has also certificated storage gas service 
supplied by Tennessee Gas Transmission Company to some 
of its customers. Tennessee Gas Transmission Co., 19 FPC 
568 (1958); American Louisiana Pipe Line Co., et. al., 
21 FPC 70 (1959). 

As to Petitioners’ contention that the evidentiary support 
for the Winter Service rate “lacks the preciseness and 
completeness required to comply with a Section 4 rate 
determination” (Petitioners’ Br. p. 18), we refer the Court 
to a rate increase proceeding involving Tennessee Gas 
Transmission Company in Docket No. G-11980, in which 
an Examiner’s decision has already been rendered, oral 
argument has been held before the Commission, and the 
matter is presently pending before the Commission for 
decision. Tennessee in that case proposed certain rates, 
similar in character to the Winter Service rate here 
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involved based upon segregated costs. These same Peti- 
tioners in that case have objected to the principle of 
segregation for such services, but they have not contended 
that the evidence there presented was inadequate to enable 
a Section 4(e) conclusion to be drawn as to the service 
involved. We submit that the claim that the record here 
is inadequate to enable a Section 4(e) determination is 
spurious and that Petitioners’ real objection goes to the 
principle of segregation, as to which the Commission had 
adequate evidence to support the conclusion it reached. 

In the instant proceeding, as they have done in other 
proceedings, Petitioners infer that a storage type service 
such as the Winter Service is a privileged use of under- 
ground storage facilities and that the Winter Service rate 
is preferential and discriminatory. Petitioners’ assertion 
ignores, however, that the physical location of the storage 
fields plays an extremely important part in the economics 
of storage gas as a means of meeting peak requirements. 
Not only is this location reflected in the cost of providing 
storage-type service but it also affects the economic bound- 
ary of the area which will benefit by storage service. 
Supplying Winter Service at rates reflecting the proximity 
of customers to the storage fields is no more discriminatory 
than charging lower rates for contract demand service to 
those customers in Texas HEastern’s rate zones favorably 
located near the sources of gas production. If pipeline 
customers, who happen to be located in such rate zones, 
are entitled to lower prices for contract demand gas than 
those customers located further from the sources of 
gas production, then by the same token these customers 
who are physically located near the storage fields are 
entitled to receive Winter Service at a price reflecting that 
proximity. 

The Winter Service rate has been found by the Com- 
mission to be just and reasonable and not unduly dis- 
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eriminatory upon the substantial evidence of record. 
Winter Service has been offered to all Texas Hastern 
customers at the same rate. The mere fact that certain of 
those customers, like Petitioners, have more than adequate 
storage facilities of their own affords no justification for 
depriving other customers who do not have their own 
storage fields from enjoying the benefits flowing from their 
geographical location near the Texas Eastern storage 
fields. 


Conclusion 


The Examiner and the Commission found that the 
Winter Service is required by the public convenience and 
necessity and that the rate therefor is just and reasonable 
and not unduly discriminatory. These findings were made 
upon the basis of an unusually complete record in which 


there was substantial evidence to meet all the conventional 
certificate requirements, to prove the lawfulness of the 
proposed rate, and to demonstrate the magnitude of the 
benefits resulting from the Winter Service that will be 
enjoyed by all of Texas Eastern’s customers. 

On the other hand, Petitioners failed to show that they 
will have to bear any of the costs of Winter Service. They 
failed to disprove the existence of the benefits which will 
flow from the proposed service to all of Texas Hastern’s 
customers. Most important, while bending every effort 
to obtain denial of the requested certification, Petitioners 
failed to demonstrate that such denial will in any way 
serve the public interest. They have not presented any 
study to show that, if a certificate is denied and no Winter 
Service is rendered, the summer off-peak capacity in Texas 
Eastern’s lines between the producing fields and storage 
will be utilized. They have not shown by any evidence 
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of record that the idle storage capacity of the Leidy and 
Oakford Storage Fields could or would be used. Finally, 
they have failed to show that even if, contrary to all 
reasonable expectation, the idle storage capacity could be 
utilized, the benefits to be derived therefrom would be 
greater than the known and demonstrated advantages 
resulting from Winter Service. In short, Petitioners 
failed completely to rebut the clear evidence of record 
that the proposed service is required by the public con- 
venience and necessity and that the proposed rate for 
the service is proper. 

The order of the Commission here under review should 
be affirmed by this Court. 
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(Other Intervenors’ Br.) referred to herein collectively as 
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“the Answering Briefs” are answered herein in reference to 
the four basic points raised in Petitioners’ original Brief 
(P. Br.). 


The basic thrust of this Brief is thus to show that: 


I. The Answering Briefs do not show a rational basis 
for the Commission’s assignment of costs to Winter Service 
as if it were performed from storage and related facilities. 


II. They seek to justify the Commission’s failure to 
make certain necessary findings by reliance on underlying 
findings of the Examiner which in fact were never made; 


III. Their attempted support of the Section 4 rate 
determination herein fails to show proper cost criteria for 
determining whether the approved WS rate is just and rea- 
sonable and not unduly discriminatory. 


IV. They support the Commission’s denial of Peti- 
tioners’ motion to reopen on the basis of assuming that 
which should be tried, concerning the interrelationship of 
the WS and the CP60-122 certificate applications. 


I. ADMISSIONS IN THE ANSWERING BRIEFS THAT 
WINTER SERVICE WILL NOT BE RENDERED FROM 
STORAGE SHOW THE LACK OF RATIONAL BASIS FOR 
THE COMMISSION’S ASSIGNMENT OF COSTS TO 
WINTER SERVICE AS IF IT WERE TO BE SO 
RENDERED. 


The Commission approved the segregation of Texas 
Eastern’s costs of storage and related facilities for Winter 
Service on the basis of the “‘use” assumed to be made by 
Winter Service of such facilities. The reasons given by 
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the Commission for this were that Winter Service “is a 
special service made possible by storing volumes of gas 
not taken by Texas Eastern’s customers during off-peak 
periods and later withdrawing these volumes” and that 
“Winter Service is directly dependent on and limited by 
the service characteristics of the storage facilities and off- 
peak capacity necessary for it...” (R. 5502) 

Petitioners pointed out in their brief the complete lack 
of factual support for these findings (P. Br., pp. 19 through 
27). Petitioners have pointed out the wholly integrated 
nature of Texas Eastern’s system and operations and the 
impossibility of identifying a certain specific facility on 
Texas Eastern’s system as the facility from which a specific 
service is performed. They pointed out that the segregated 
storage facilities would not and could not perform the 
Winter Service. 


A. Respondent’s Position. 


Respondent’s brief (p. 39) accepts “the obvious truth 
that Texas Eastern operates an integrated pipeline.” The 
Respondent’s brief also accepts as “no doubt true” (p. 20) 
that storage will not be used to make gas available on a 
particular day for Winter Service or any other particular 
service.* Thus, Respondent’s brief admits that Winter 
Service will not be rendered from storage any more than 
will existing services. It then seeks to justify basing the 
WS rate on the assumed performance of Winter Service 
from the segregated facilities on the grounds that Winter 
Service is “more directly and naturally related to the use 
of particular facilities than others.” (R. Br., p. 20). Peti- 


*This distinguishes Winter Service from sales involved in cases 
such as North Dakota v. Federal Power Commission, (C. A. 8; 


> 


1957) 247 F. 2d 173, where a specific volume of gas sold could be 


specifically identified as to its source, Re Oklahoma Natural Gas Co., 
(1960) 23 FPC 291. 
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tioners submit that this justification of costing Winter 
Service on the basis of an admittedly fictitious use of par- 
ticular segregated facilities does not supply a rational basis 
for the approved WS rate. 


B. Lack of Rational Basis for Respondent’s Position. 


Petitioners’ brief showed that Winter Service is not 
significantly different than Texas Eastern’s other services. 
Winter Service, just as Texas Eastern’s other firm services, 
is primarily an offer of gas for sale by Texas Eastern. 
Texas Eastern has no obligation to store volumes of 
Winter Service gas or to deliver Winter Service gas from 
storage. Winter Service is rendered in the same manner 
as Texas Eastern’s DCQ, GS and SGS services, that 
is, by the use of Texas Eastern’s over-all, integrated 
storage and pipeline capacity, as Respondent now concedes. 
As the Staff witness testified (R. 1199-1200), the only dif- 
ference between Winter Service and Texas Eastern’s other 
firm services is the time they are rendered. 

In other words, it is only the language in the Winter 
Service Rate Schedule providing for the sale of Winter Ser- 
vice gas during the winter peak period which distinguishes 
it from Texas Eastern’s other firm services. This language 
could hardly form a rational basis for designating it a stor- 
age service or assuming that it will be rendered from storage 
for cost purposes when it admittedly will not be rendered 
from storage. Winter Service is no more directly related 
to storage than are Texas Eastern’s existing services. The 
costing of Winter Service on assumptions of use of existing 
and new storage.and other particular facilities is accordingly 
based on a fiction and does not constitute a fair and reason- 
able allocation of costs consistent with the “use made and 
benefits derived” from system operations, Re Mississippi 
River Fuel Corporation, (1945) 4 FPC 340, 351. As 
pointed out on pp. 26 and 27 of Petitioners’ brief, it is the 
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complete antithesis of the segregation of new facilities in- 
stalled for, and to be used exclusively by, one customer, 
approved by the Commission and the Courts in the Battle 
Creek Gas Company v. FPC, (1960) 281 F. 2d 42. 

Respondents argument that if all customers purchased 
at almost 100% load factor, storage would be unnecessary 
(R. Br. 20), ignores the facts that all Texas Eastern cus- 
tomers do not in fact purchase at such load factor, and they 
have used and paid for Oakford Storage for years (P. Br., 
p. 22). Historically Texas Eastern’s DCQ and GS rates 
have included both the costs applicable to Oakford Storage 
and the alleged “off-peak” pipeline capacity upstream of 
storage. It must be presumed that in approving such rates 
the Commission recognized the benefits these services re- 
ceived from storage (P. Br., pp. 2-3-4). Respondent seems 
oblivious to this historical relationship between existing 
classes of service and the facilities herein involved which in 
equity far outweigh the nebulous priority relationship now 
asserted on behalf of Winter Service. 

Presumably to soften the impact of its segregation, 
Respondent for the first time now argues (R. Br., 
p. 13) that Texas Eastern’s storage facilities are not in fact 
relatively “low-cost” facilities, and that no preference is 
involved. As a practical matter, it seems obvious that Peti- 
tioners would not oppose, nor would WS customers urge, 
the segregation of storage for Winter Service, if segrega- 
tion did not in fact lower the costs assigned to Winter Serv- 
ice. Furthermore, Respondent’s brief in effect admits that 
storage is a “much more economical” alternative to pipeline 
capacity west of storage to meet peak demands on a system 
such as Texas Eastern (R. Br., pp. 13 and 38). 

Respondent contends that Petitioners’ comparison of 
the costs of Oakford Storage and the existing transmission 
system is erroneous because the cost imputed to gas in- 
jected into storage in the Staff cost study included 14¢ per 
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Mcf of transmission costs upstream of storage. However, 
Respondent then says that said 14¢ should be multiplied by 
the number of days (210) in the storage input period to 
ascertain the cost of transmitting an Mcf of gas to storage. 
But multiplying 14¢ per Mcf by 210 would give the cost 
for 210 Mcf injected into storage, not one Mcf. Thus, the 
total cost “per Mcf of average-day transmission into stor- 
age” (emphasis supplied) included in the WS rate is 14¢ 
and not $29.40 as represented by Respondent (R. Br., p. 
12). The computations in Respondent’s Brief have, accord- 
ingly, not shown a lack of validity in Petitioners’ compari- 
son of the costs of storage as opposed to existing pipeline 
capacity west of storage ($9.04—$64.30). Nor do they 
show that storage under the Staff cost allocation is not a 
cheaper source of supply for Winter Service than pipeline 
capacity west of storage. 

The end result of the segregation of storage and other 
facilities leaves no room for serious question about its pro- 
viding a substantial preference to Winter Service custo- 
mers. Petitioners’ Exhibit 152 (R. 3130), ignored by the 
Examiner and the Commission, showed a unit cost in Zone 
D of 91.61¢ per Mcf for rendering Winter Service on the 
basis of the allocation method used by Texas Eastern in its 
then pending G-12706 rate filing underlying the rates jn 
effect from November 10, 1957 through November 30, 
1959. The total costs allocable to Winter Service on this 
basis would be approximately $16,000,000 as opposed to 
the $14,358,946 assigned to Winter Service under the Staff 
cost allocation and the revenues of $13,979,045 estimated 
for Winter Service at the approved rate. 

The Answering Briefs also seek to justify the segrega- 
tion premise by showing that it results in a benefit to 
existing classes of service. They claim that the minimal 
contribution of Winter Service sales to Texas Eastern’s 
over-all costs relieves existing classes of service of some 
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costs they previously bore. They ignore the fact that it is 
not a real benefit to Texas Eastern’s existing classes of 
service to have the new Winter Service pay less than 
its fair share of Texas Eastern’s over-all costs. They 
would also obscure the detriment to existing classes of serv- 
ice of having the cheap expandability on Texas Eastern’s 
system arbitrarily pin-pointed to storage and off-peak pipe- 
line capacity and used as a basis for understating the Winter 
Service rate. This specification and “dedication” of low 
cost facilities to Winter Service diverts such facilities from 
being used to render existing classes of service* and makes 
the spare capacity on Texas Eastern’s system unavailable 
for future expansions (such as for the CP60-122 Applica- 
tion expansion) which would make possible sales at non- 
discriminatory rates. Clearly the benefits to existing classes 
of service supposed to result from certification of Winter 
Service at the approved WS rate are illusory. 


C. Storage Segregation Is Not Supported By Substantial 
Evidence. 


Texas Eastern and the other intervenors in their respec- 
tive Answering Briefs argue basically that the Commission 
rate determination is justified because it is supported by 
substantial evidence. But the real basis for the Commission 
determination is the foregoing inference that although 
Winter Service would admittedly not in fact be performed 
from segregated facilities, Winter Service is nevertheless 


*The attempts in Respondent’s Brief to disprove the diversion of 
Oakford Storage do not rely on evidence of past withdrawals to 
show that unused Oakford Storage capacity was available for 134,036 
Mcf/d of Winter Service sales. Instead the Respondent’s Brief 
claims that an admitted use of Oakford Storage shown on the alloca- 
tion study in Texas Eastern’s 1959 rate filing (which shows less than 
134,036 Mcf/d of unused capacity) would have included the use of 
Oakford for temporary Winter Service and Emergency sales. How- 
ever, all temporary Winter Service and Emergency sales were in 
fact eliminated from the rate filing allocation study. 
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“more directly and naturally related to the use of” such 
facilities than are other services. As we have shown above, 
there is no substantial evidence in support of that inference. 

The weakness of Texas Eastern’s case is indicated by 
the extremes to which it goes in trying to rationalize it. It 
contends that Petitioners’ position that storage is insepa- 
rably interrelated with Texas Eastern’s pipeline system is 
“frivolous” because Leidy was not connected to the system 
prior to the Commission’s order herein (Texas Eastern 
brief, p. 15); it also argues (p. 17) that the rate settlement 
agreement in Texas Eastern’s G-18841 rate case recog- 
nizes that 6,057,900 Mcf of annual Winter Service gas 
would be withdrawn from Oakford, which it says proves 
that there is no diversion of Oakford capacity from existing 
classes of service to Winter Service. 

The simple answers to these arguments are that (i) 
Texas Eastern’s own evidence shows (as Respondent’s brief 
recognizes) that Leidy, once connected, would be operated 
on an integrated basis, the same as Oakford ( Petitioners’ 
brief, pp. 20-21, 25); (ii) that the rate settlement agree- 
ment does not identify the temporary Winter Service vol- 
umes as coming from any particular facility, and moreover, 
said rate settlement agreement was made specifically with- 
out prejudice to the determination of allocation issues in 
this case. 


UL. THE ARBITRARINESS OF THE COMMISSION'S FAIL- 
URE TO MAKE FINDINGS CONCERNING PETITIONERS’ 
CONTENTIONS AS TO INCONSISTENCIES AND ERRORS 
IN ASSIGNING COSTS TO WINTER SERVICE IS DEMON- 
STRATED BY THE INACCURATE AND UNSUPPORTED 
ARGUMENTS IN RESPONDENT’S BRIEF WITH RE- 
SPECT TO THESE INCONSISTENCIES AND ERRORS. 


Respondent’s brief seeks to demonstrate by argument 
rather than reference to facts of record, the reasonable- 
ness of the inconsistencies and errors in the Staff cost 
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allocation study, (P. Br., pp. 27-30) and it seeks to attribute 
to the Commission, reasoning and rulings by the Examiner 
on these points which are absent from the Examiner’s 
Decision. 


A. Substantive Errors 


1) Inconsistent Allocation Premises 


a) Use of Station 21A as Starting. Point 


To support Station 21A as the point where Winter Serv- 
ice gas withdrawn from storage would commence to “use” 
existing pipeline facilities, Respondent’s brief states (at 
p. 22) that “Station 21A was the only logical starting 
place... .” Actually, starting at Station 21A presumes a 
peak use by Winter Service of facilities west of storage, 
which is completely illogical in view of the Examiner’s find- 
ing (R. 5140) that Winter Service places no demand on, and 
thus makes no peak use of, facilities west of storage. Fur- 
thermore, the “logic” of starting at Station 21A, urged in 
Respondent’s Brief, was not the reason given in the Com- 
mission’s order for picking Station 21A, nor was it the 
reason given by the Presiding Examiner, the Staff witness 
or Texas Eastern’s witnesses. They gave no reason. The 
fact is that there is no evidence to support the logic of start- 
ing at Station 21A, and there is considerable logic against 
doing so (P. Br., pp. 28, 29). 

In groping for some support for the use of Station 21A, 
Respondent asserts that Texas Eastern’s 30-inch Kosciusko 
line and its 24-inch Big Inch line meet initially at Station 
21A; but as shown by Exhibit G to the CP60-122 applica- 
tion, the first point of interconnection between these two 
lines is approximately eighty miles west of Station 21A. 
Similarly, the Penn-Jersey line does not start at Station 21A 
as Respondent asserts, but at Oakford Storage, approxi- 
mately thirty miles east of Station 21A. 
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b) Use of Inconsistent Allocation Volumes 


Petitioners’ Brief pointed out the inconsistency in the 
approved allocation of assuming that 134,036 Mcf per day 
can be withdrawn from Oakford Storage and delivered to 
Winter Service customers by use of only 100,965 Mcf per 
day of existing spare pipeline capacity “dedicated” to 
Winter Service.* Respondent’s Brief asserts (p. 24) that 
Petitioners have simply “misunderstood” the Commission’s 
“simple” allocation principle used in allocating to Winter 
Service the cost of Texas Eastern’s existing transmission 
system east of Station 21A. Respondent’s Brief then as- 
serts that it is the new pipeline loops which provide the 
capacity for the 34,000 Mcf assumed to be withdrawn from 
Oakford that will not be moved through existing facilities. 

As Exhibit 4 (R. 1692) in these proceedings shows, 
the new pipeline loops proposed to be installed will increase 
the capacity of Texas Eastern’s system only eastward from 
a point 100 miles east of Oakford Storage. It also shows 
that Texas Eastern’s ability to deliver gas withdrawn from 
Oakford Storage to market is completely dependent on its 
existing facilities. Respondent’s Brief has thus failed to 
disprove the inconsistency. 


2) Excessive Staff Credit 


Petitioners’ Brief showed that a Staff credit to the 
demand and commodity costs of existing facilities it 
assigned to Winter Service exceeded costs recovered 
through the use of an ACQ-type rate used for costing gas 
injected into Leidy Storage on which the credit was based. 
Respondent’s brief seeks to discredit and explain away Pe- 
titioners’ argument on the basis that “the credit in question 
plainly has no relation whatever to the cost of Transporting 


*This inconsistency is illustrated by p. 8 to Exhibit P(ii) to Texas 
Eastern’s Application herein (R. 3926), which shows a use of 
existing facilities east of Station 21A by Winter Service of 133,333 
Mcf/d, the same volume of Winter Service gas assumed to be with- 
drawn from Oakford Storage. 
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gas to Leidy storage field.” (R. Br., p. 24). That Respond- 
ent’s brief is inaccurate is shown by the testimony of the 
Staff witness who made the credit (R. 2997). He stated 
that he made the credit “because the cost of gas supply for 
Leidy storage heretofore described [i.e., on the basis of a 
constructed ACQ-D rate] includes demand and commodity 
costs ... covering transportation . . . on the existing pipe- 
line.’* This was reafhrmed by the same witness in his cross- 
examination (R. 1282). By disclaiming the only reason 
given by the Staff witness for his credit, Respondent has 
simply emphasized the arbitrary nature of the credit. 


3) Excessive Income Tax Deduction 


Petitioners contended that it is illogical and inconsistent 
to assume for cost allocation purposes, as was assumed in 
the Staff cost allocation, that Texas Eastern, earning the 
same return on each Mcf of gas sold, would have a lower 
income tax liability (for cost of service purposes) on a part 
of its WS sales than on its other sales (P. Br., pp. 30, 31). 

Respondent’s basic response is that “it appears that 
all parties agreed that the Winter Service facilities ought 
to earn the same overall return that Texas Eastern’s exist- 
ing facilities receive” and that the possibility that the return 
on equity from WS sales would be less than on other sales, 
is accordingly not an issue here (R. Br., p. 26). 

The issue here is the lack of consistent application of 
costing principles. If uniform over-all return is to be 
provided by various classes of service, consistency and 
reason require uniform deductions for interest payments 
in income tax computations. Respondent’s Brief in effect 
admits the inconsistency ; its argument that the inconsistency 
was agreed to is strained and inaccurate. 


B. Lack of Findings 


The materiality of the above cost understatements is 
not contested by the Answering Briefs. Clearly, some find- 


*Emphasis supplied. 
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ing with respect to the inconsistent application of the ap- 
proved segregation principles was required. Respondent’s 
Brief claims that the Commission fulfilled its duty under 
Section 8(b) of the Administrative Procedure Act by adopt- 
ing the Examiner’s decision and denying Petitioners’ excep- 
tions thereto. However, the Examiner had not made findings 
on these items, which failure was a principal basis for 
Petitioners’ Exceptions. The Commission’s denial of Peti- 
tioners’ Exceptions and its adoption of the Presiding 
Examiner’s decision accordingly could not constitute com- 
pliance with Section 8(b) of the Administrative Procedure 
Act. 

The mere fact that the Commission approved the segre- 
gation principle does not support an assumption that that 
principle was properly applied. Cf. Mississippi River 
Fuel Corporation v. F. P. C., (1947) 163 F. 2d 433; 82 
App. DC 208. Petitioners’ proper and timely contentions 
that such principle was not consistently applied are not 
answered by findings of the Commission or the Presiding 
Examiner. It is therefore impossible on this record to as- 
certain that the formula approved by the Commission was 
correctly and consistently applied. This clearly violates the 
letter and spirit of Section 8(b) of the Administrative Pro- 
cedure Act in view of Petitioners’ consistent and persistent 
requests for rulings on these points. 


I. THE ANSWERING BRIEFS FAIL TO SHOW HOW A 
SEPARATE ALLOCATION OF COSTS TO WINTER 
SERVICE ALONE CONSTITUTES A RATIONAL BASIS 
FOR DETERMINING THAT DIFFERENCES BETWEEN 
THE WINTER SERVICE RATE AND RATES FOR EXIST- 
ING SERVICES ARE JUST AND REASONABLE AND NOT 
UNDULY DISCRIMINATORY UNDER SECTION 4 OF 
THE NATURAL GAS ACT. 


Petitioners pointed out in their brief (pp. 32-40) the 
failure of the Commission to use any reliable common de- 
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nominator such as a system-wide cost allocation study as a 
test to support its finding that the costs allocated to Winter 
Service and the WS rate are just and reasonable and not 
unduly discriminatory in relation to costs allocable to Texas 
Eastern’s existing classes of service and the rates for such 
classes of service. 

Respondent’s brief (p. 30) recognizes that the task of 
determining the just and reasonable rate for Winter Service 
“was one of fitting an additional service and rate into the 
existing framework” consisting of “the existing rates and 
the underlying method of allocating costs among existing 
services.” However, Respondent’s brief claims (pp. 31-35) 
that this task could be accomplished and was properly accom- 
plished without reconciling the differences between the 
WS rate and existing rates or the differences between the 
method of allocating costs to Winter Service and the method 
by which costs are allocated to existing services. The only 
reason given for this claim is that “the distinctive nature” 
of Winter Service (R. Br. 32) is sufficient “justification” 
for a separate allocation of costs to Winter Service. Thus, 
the essence of Respondent’s position is that the approved 
WS rate is ipso facto just and reasonable in relation to 
existing rates and to the underlying method of allocating 
costs among existing services, because Winter Service is 
different than existing services. 

Assuming that Winter Service is different from Texas 
Eastern’s other firm services, it does not follow that any 
method of determining cost of Winter Service, without 
reference to other rates or the costing methods underlying 
them, proves that differences between the resulting WS rate 
and existing rates are just and reasonable. 


“... any difference in charge . . . when based upon 
a difference of service, must have some reasonable 
relation to the amount of difference .. .” Western 
Union Telegraph Company v. Call Pub. Co. (1901) 
181 U. S. 92, 100. 
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The difference between Texas Eastern’s charges for 
Winter Service and its charges for existing services have no 
reasonable relation to the differences in service (i.e., the 
time they are rendered). The difference in charges between 
them rests solely on an assumption of differences in the 
facilities used to render these services. Since all Texas 
Eastern’s services are rendered by means of its over-all 
integrated system, the difference in charges is arbitrary. 

In this connection, the only cost evidence related to 
Texas Eastern’s existing rate framework consists of two 
allocation studies submitted herein by Petitioners’ witness 
Stockhausen (R. 3122, 3126; summarized at R. 3130). In 
one of these studies Mr. Stockhausen allocated costs to 
Winter Service following the method used by Texas East- 
ern in its G-12706 rate filing underlying the rates Texas 
Eastern had in effect from November 10, 1957 to November 
30, 1959. Under this method of allocation the unit cost of 
rendering Winter Service in Texas Eastern’s Zone D 
(wherein 94 percent of WS sales would be made) was 
91.61¢. The Commission and the Presiding Examiner dis- 
regarded this evidence for undisclosed reasons.* 

Respondent does not dispute the extremely narrow basis 
of the Texas Eastern and the Staff rate presentations (P. 
Br. 33-35). It, in effect, avoids this issue by arguing that 
if the segregated-cost allocation method is proper, there 
is no need for any other allocation method. This begs the 
question. It is impossible to tell whether a separate alloca- 
tion for a particular service is fair in relation to the existing 
rate framework without testing it against that existing 
framework. 

In Capital Transit Company v. Public Utility Commis- 
sion, (1953) 213 F. 2d 176, 93 App. D. C. 194, this Court 


*The only reasons given in the Presiding Examiner’s decision or 
the Commission’s order for disregarding the allocation studies sub- 
mitted by Petitioners’ witness Stockhausen related only to his Exhibit 
No. 151 (R. 3126-28). 
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recognized that rates charged within the District of Colum- 
bia could not be found to be just and reasonable without 
a showing that such rates are just and reasonable in relation 
to rates charged in the environs of the District of Columbia 
by the integrated utility company serving both areas. Pe- 
titioners submit that the Commission made such a finding 
in this case. It has looked only at the costs it has assumed will 
be incurred in the rendition of Winter Service to determine 
that a reasonable relationship exists between the Winter 
Service rate and Texas Eastern’s other rates. This is not 
an adequate basis for determining that such a relationship 
exists. 

Tf low-cost facilities are to be segregated and dedicated 
to certain classes of service on the basis of the reasoning 
which the Commission here used, the limitation in Section 4 
of the Act against undue discrimination will be meaning-. 
less. For instance, if a customer actually receives gas from 
facilities on a supplier’s integrated pipeline system, which 
facilities are substantially depreciated or for any other rea- 
son bear substantially lower costs than the other facilities, 
why should this customer not be entitled to have its rate 
from the supplier limited to the costs of the cheaper pipe- 
line? Why should he have to pay for the higher costs on a 
“solled-in” basis when customers such as Winter Service 
customers can receive the benefit of particular low-cost 
facilities on the basis of a mere fiction as to their use of 
particular facilities? It is no answer to say, as does 
Respondent (pp. 30-31), the Commission can resolve such 
questions in some indefinite later proceedings. As a practical 
matter the Commission is more likely to rely on a prior 
determination of a just and reasonable rate as making a 
new determination unnecessary. Since the. Commission 
undertook to make a Section 4 rate determination, it should 
have made it on a thorough basis, i.e., related to a sound cost 
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starting point, rather than to make it on what is really an 
incremental basis and to rely on some future proceedings 
to test and correct what it has here done. 

In the absence of an actual testing of the new rate 
against the existing rates and underlying cost allocation, 
and in the absence of a finding that the Winter Service rate 
approved is in the public interest, the Commission’s order 
should be reversed and these proceedings remanded to the 
Commission. 


tv. THE ANSWERING BRIEFS’ DEFENSE OF THE cOM- 
MISSION’S REFUSAL TO REOPEN THESE PROCEED- 
INGS FOR CONSIDERATION OF TEXAS EASTERN’S 
INTERRELATED CP60-122 APPLICATION ON THE 
GROUNDS THAT PETITIONERS HAD FULL OPPOR- 
TUNITY TO EXPLORE SUCH INTERRELATIONSHIP Is 
NOT SUPPORTABLE BY THE FACTS. 


Petitioners’ Brief sets forth at pages 40-45 the material- 
ity and relevance of the CP60-122 application and the arbi- 
trariness and unlawfulness of the Commission’s refusal to 
reopen these proceedings for a consolidated hearing with 
said application. 


A. Inconsistencies Between WS Record and CP60-122 
Application. 


Respondent seeks to demonstrate that the “supposed 
inconsistencies” between the order herein and the CP60-122 
application are “wholly illusory.” (R. Br., pp. 36-40), but 
its arguments do not come to grips with the problems 
involved. 


(1) Petitioners’ point as to line loss is that since line 
loss is necessary for all classes of service, all classes (includ- 
ing Winter Service on whom no line loss costs are imposed) 
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should pay for it. This includes the line loss to be provided 
for in the CP60-122 facilities which applies to all classes 
but will be paid for only by existing classes of service. 
Respondent did not meet this issue. 


(2) Respondent concedes (R. Br., p. 38) that greater 
withdrawals from Oakford storage are shown in the CP60- 
122 Application as part of the capacity required to meet 
the new CP60-122 sales. It then seeks to show that this 
does not indicate that the use of Texas Eastern’s existing 
spare capacity (which Respondent’s Brief erroneously pin- 
points to Oakford Storage) for the CP60-122 sales is “a 
genuine alternative” to dedicating such spare capacity to 
the rendition of Winter Service. Petitioners submit that 
these arguments are not an adequate basis for denying them 
the opportunity to show that such “a genuine alternative” 
does exist before either the CP60-122 or the Winter Serv- 
ice expansions are certificated. City of Pittsburgh v. 


F. P. C., (1956) 237 F. 2d 741, 99 App. D. C. 113. 


(3) Petitioners’ point as to the extension of the new 
Winter Service pipeline loops proposed in the CP60-122 
Application and to be constructed concurrently with the 
Winter Service loops was that the portion of each of these 
continuous pipeline loops required by the public convenience 
and necessity in the Winter Service case could not properly 
be determined in separate certificate proceedings. Respond- 
ent’s brief fails to answer this point. 


(4) The disproof of Respondent’s attempted rational- 
ization of the inconsistent interest rates used in the CP60- 
122 and WS application lies in its end result. The WS 
rate is based on a lower cost of service tax allowance which 
is based on a higher interest deduction, which in turn is 
based on the arbitrary assumption of higher cost debt for 
the WS project than for the CP60-122 application. Re- 
spondents did not meet this issue. 
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B. “Full Opportunity” to Explore WS and CP60-122 
Interrelationship. 


Having purported to answer on the merits the incon- 
sistencies urged by Petitioners, Respondents, joined by 
Texas Eastern, argue that Petitioners are precluded from 
exploring the interrelationship of the two applications now 
because they had “full opportunity” to do so in the WS 
hearing. (R. Br., pp. 40-42; Texas Eastern Br., pp. 29-35) 
They thus seek to distinguish this case from City of Pitts- 
burgh, supra, on the grounds that Petitioners, though “free 
to do so,” failed to introduce any evidence into the record 
in rebuttal of Mr. Jennings’ testimony at R. 556-67. 

The CP60-122 application, withheld from filing until the 
first business day after the close of the WS hearing, con- 
tained the first flow diagram of Texas Eastern’s entire 
system prepared since October 1957 which was filed with the 
Federal Power Commission. It provided Petitioners with 
the first opportunity to analyze exactly what Texas Eastern 
proposed in its CP60-122 application with respect to facili- 
ties, construction, delivery points to various customers, 
sources of gas supply for the new sales, etc. This was infor- 
mation that was exclusively within the control of Texas 
Eastern. Without it effective cross-examination of Texas 
Eastern’s witnesses in the Winter Service proceeding with 
respect to the proposed expansion was virtually impossible. 
The cross-examination necessary to get these details would 
have had the aspects of a fishing expedition which the Ex- 
aminer indicated he would not countenance (R. 567-8). 

Even if such cross-examination had been permitted, it 
would have been an extremely cumbersome means of finding 
the concrete and detailed facts necessary to ascertain the 
optimum use of Texas Eastern’s spare capacity. Why 
should Petitioners be required to cross-examine in a vacuum 
on a certificate application obviously being withheld from 
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the record until the termination of the hearings? By deny- 
ing our Motion to Reopen the Commission unduly limits 
Petitioners’ right of cross-examination and it predetermines 
much of the CP60-122 Application. We fail to see how such 
piecemeal certification in the face of concurrent and obvi- 
ously interrelated applications can be reconciled with City 
of Pittsburgh v. F. P.C., supra. 
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